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A Banker’s Diary 


In the City, and in some other circles as well, there has lately been a noticeable 
strengthening of the view that monetary policy ought to play a more positive 
part in the effort to resist the inflationary pressures generated 

Rising _by the defence programme. But this is still far from being a 

Interest general view. Paradoxically, the City has for some time 

Rates seemed to have less faith in the efficacy of monetary weapons 

than is to be found among economists, some of whom are now 

venturing to predict that such weapons will almost inevitably have to be 

brought into play eve ntually—to cope with the new problems, discussed at 

length in our opening article this month, resulting from the changing character 
of the challenge of inflation. 

With such conside rations in mind, close attention has been paid to the latest 
moves in the tussle between the U.S. Treasury and the Federal Reserve 
authorities about monetary policy in the United States. Early last month the 
two contestants found a formula for a truce, announcing their full accord upon 
policies to be followed for the “‘common”’ purpose of ensuring, on the one 
hand, the successful financing of the Government’s requirements and, on the 
other, the minimum “ monetization’ of the public debt (i.e. the minimum 
inflation of credit). They thereupon launched an experiment with the object 
of relieving the long-term Government bond market of public selling pressure 
and thus of reducing the need for supporting purchases of securities by the 
Federal Reserve. Holders of 2} per cent. bonds, 1967-72 ane premier security 
in its class) have been offered the right to convert into a 2? per cent. “ un- 
marketable ’’ security of still longer date (1975-80). This security is not 
transferable (except in payment of death duties) and cannot be turned into 
cash during its lifetime except by conversion into five-year 14 per cent. Notes, 
marketable in the ordinary way. At first glance, the mere offer of a rate above 
2} per cent. was interpreted by some as indicating that the Treasury had 
yielded ground to the Federal Reserve; but, on closer scrutiny, it appears that 
the extra } per cent. is bare acknowledgment of the disadvantages attached 
to the new ; security, so that this is not really an instance of a “ genuine ”’ use 
of the interest weapon at all. In the circumstances, it is rather surprising to 
learn that New York circles are expecting a good- response. Much more 
significant than this piece of window-dressing is the fact that the authorities 
have meanwhile lowered the peg in the price of the 24 per cent. bonds, allowing 
them to fall below par. This, indubitably, is a real concession to the Federal 
Reserve point of view, although the “ flexibility ’’ thus imparted is very tiny 
by British standards. Whether there will be further moves in this direction 
is quite uncertain—for these changes have been followed by the resignation of 
Mr. Thomas McCabe from the chairmanship of the Federal Reserve Board, 
where he has been succeeded by Mr. William McChesney Martin, formerly 
deputy to Mr. Snyder at the Treasury. Mr. Martin, however, is far from being 
a die-hard exponent of the characteristic Treasury view. 

There is not, in fact, much guidance to be found in these events for those 
who try to guess the future of British policy. The lesson that Washington is 
finding.so hard to learn—that it is dangerous, in phases of inflation, to bolster 
up an artificial level of interest rates by creating money—was learnt in Britain 





















174 THE BANKER 


four years ago. The British authorities no longer try to resist any major 
trend, as their non-intervention in the latest slide in the market has again 
demonstrated. This inactivity does not prove that more positive use of 
monetary weapons will inexorably follow; but it does shatter the view that 
was SO popuk ut last year—that defence financing would follow the model of 
war financing, with artificially stabilized rates. 













PHERE is still little news of the progress of the international commodity talks 
Washington. Five commodity committees are now in session (on sulphur, 
cotton and three groups of non-ferrous metals) and another, 

** Gouging” on wool, is due to be convened soon. The committees 

in appear, so far, to have done no more than survey the 
Commodities ground and collect facts. The discussion of policy ts far 
distant, and specific agreed recommendations to the res- 
ponsible Governments lie more distant still. The only actions so far initiated 
in this sphere have resulted from unilateral decisions. The most interesting 
and significant of these has come from the paradoxic al conversion of the United 
States to the system of bulk buying, partly in the hope of increasing its bar- 
gaining power on world markets. 

Some weeks ago, natural rubber was marked out as the first of the scarce 
materials for which all American purchases would be centralized in one Govern- 
ment agency. Within the past month tin has gone the same way and plans 
are now afoot for similarly centralizing American purchases of wool. These 
three, mainly sterling, commodities have all generated considerable heat in 
Congress; tin producers have been publicly accused of “ gouging ‘’ American 
taxpayers. The rapid rise in commodity prices has not, however, been due 
to any concerted action by producers, but to completely unco-ordinated, and 
in many cases reckless and irresponsible, bidding on the part of the large 
American buyers. If this competitive bidding, not merely between America 
and the other N.A.T.O. countries, but between various agencies in the United 
States itself, can now be avoided, American bulk buying will have served a 
good purpose. It will not, however, radically change the demand-supply 
equation in those materials that are feally scarce—as distinct from those 
that have had their prices boosted by inordinate stockpiling purchases. Except 
in the case of tin and wolfram, therefore, prices have so far shown little inclina- 
tion to react to the American threats implied in the decision to buy in bulk. 
































THE balance of payments situation in Germany has been deteriorating fast. 
3v the end of February her accumulated deficit with the E.P.U. countries 
since July I, 1950, had risen to over $457 millions. This had 

Germany’s_ wiped out her initial E.P.U. quota and all but $28.6 millions 
Payments of the special credit of $120 millions put at her disposal three 
Troubles months ago. The remnant of this special credit will have been 
utilized by now. There is no disposition in E.P.U. quarters to 

erant still more credits to Germany. They would soon be engulfed in the 
maw which has made such short work of previous facilities. The next step lies 
with the West German Government and, given the urgency of the situation, it 
is bound to lead to drastic measures. All liberalization of trade agreed to 
under O.E.E.C. prompting is being abandoned. No further import licences 
are being granted for a wide range of imports from E.P.U. countries. These 
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measures, imperative as they are, have already reacted with special severity 
on certain of Germany's neighbours, notably on the Netherlands, whose E.P.U. 
position is also fast becoming critical. Ultimately it is Britain, as the main 
E.P.U. creditor, that may be called upon to bear the principal burden of 
these chronic deficits in Europe. There has already been a suggestion that 
Britain should fund that part of the $300.7 millions credit that it had accumu- 
lated with E.P.U. up to the end of Fe ‘-bruary that was attributable to Ger- 
many’s deficit with the sterling area. It is to be hoped that any such suggestion 
will be strongly resisted. The British credit with E.P.U. is in large part 
compensated on the other side of the British balance of payments account by 
an increase in the freely available London balances held by the rest of the 
sterling area. To agree to any funding of the claims while leaving the parallel 
liabilities in their present state would. be placing burdens on Britain wholly 
foreign to the basic objectives of the E.P.U. agreement. 

Germany's current balance of payments difficulties do not provide the most 
propitious setting for the negotiations on German external debts that have 
been in progress during the past month. The Bonn Government has agreed 
to the principle of recognition of the pre-war and post-war external debts of 
the Reich. The general order of priorities and the method of negotiating settle- 
ments must now be determined. The discussions on these issues have already 
revealed considerable differences of opinion. The Americans are pressing for a 
global settlement in which all creditors would be treated alike and reimbursed 
in bonds of the German Government. One of the objectives of the debt settle- 
ment is to re-establish the normal commercial credit links between German 
trade and the money markets of the world. A ‘“ global ”’ solution would seem 
calculated to defeat this purpose. 


THE political storm that blew up in Parliament on the announcement of the 
financial agreement with Egypt must not be regarde d as being exclusively part 
of the current party strategy of “ keeping the Government 
Agreement on the run”’. It also reflected deep resentment of a large part 
with of the House of Commons at the fact that Egypt should have 
Egypt got away so successfully with a plan for the complete repay- 
ment of credits accumulated in the peculiar circumstances of 
the war. Egyptian balances in London, which had stood at rather less than 
£40 millions before the war, had been built up to £400 millions at the close of 
hostilities. Since then they have fallen to about £290 millions, of which £230 
millions is at present in the immobilized Egyptian No. 2 account and {60 
millions in a free, though not freely convertible, No. I account. Out of this 
{60 millions, it has now been agreed, Egypt will pay for an immediate allocation 
of $40 millions to strengthen her already substantial holdings of gold and 
dollars. Of the £230 millions in the No. 2 account, £150 millions will be freed 
over a period of 10 to 13 years by annual instalments. The treatment of the 
remaining {80 millions will be the subject of negotiations at the end of this 
period. Britain has also undertaken to supply Egy ypt with {11 millions of oil 
in each of the next ten years. This will be paid for in sterling from Egypt’s 
No. 1 account, though the oil in question will inevitably contain an appreciable 
dollar content. 
The financial provisions for the release of the accumulated balances are 
more than generous. They involve a scale of repayment considerably more 
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onerous to the debtor than that envisaged for the repayment by Britain of 
the American credit. It may be argued that the sterling to — Egypt over 
the next 13 years will depreciate in value. But it will have to depreciate a 

great deal if it is to represent a smaller quantity of goods and services than 
those that were made available to the allied forces in Egypt during the war 
years and gave rise to the major part of Egypt’s abnormal accumulation of 
sterling. The arrangements for the sale of oil can also be criticized on the 
ground that for some years Egypt has imposed an illegal embargo on tankers 
carrying oil through the Suez Canal for the Haifa refinery. This embargo is 
maintained in direct disregard of international obligations and is causing 
considerable damage to British interests. No serious attempt appears to have 
been made to require the Jifting of this embargo as a guid pro quo to the offer 
to sell oil to Egypt or to the generous repayment provisions granted to the 
sterling balances. 


















In the five weeks of peak tax-gathering to February 21, net deposits at the 
London clearing banks fell by {208 millions compared with a fall of £246 
millions in February last year. The smaller fall this year was 

Rise in very largely due to the fact that bank advances rose by £62 
Bank millions this February, compared with a rise of only £39 
Advances millions in February, 1950. It is true that about {11 millions 
of this year’s expansion was due to an exce ptional rise in the 

published advances of the National Bank—a statistical backwash from the 
Irish bank officials’ strike. But it seems evident that the rate of new lending 
is now more fully reflecting the rise in commodity prices, and thus is again 















Change on 





February, 





1951 Month Year 

{m. {m. {m. 
Deposits aa ee ++ +. 6041.1 ~ 215.6 r 200.0 
‘Net ’’ Deposits * a ai 5535.0 208.1 + 188.7 













Cash .. ia es ar nt 496.3 (8.21) — 33.8 + 20,2 
















Money Market Assets ats oi 1873.7, (37.0) — 154.9 t+ 265.3 
Call Money “e mi 531.1 (8.8) 27.4 
Bills kre iid sit si 1342.6 (22.2) — 127.5 173.3 









Treasury Deposit Receipts .. ws 290.5 (4.8) — 92.5 180.5 
Investments plus Advances .. os 3246.4 (53.7) + 76.5 178.9 
Investments i ae a 1543.7 (25.6) t 14.3 40.6 
Advances — ie ae 1702.7 (28.2) + 62.1 138.3 

4 


*After deducting items in course of collection. + Ratio of assets to published deposits 





outstripping the repayments made from the proceeds of new issues (the extent 
of which kept total advances from rising, on balance, during the second half 
of 1950). The banks’ investment portfolios also continued to rise last month; 
of the {14 millions increase recorded in the February statement, however, {11 
millions were due to the net purchases of investments by the Midland Bank. 
While bank lending to, and investment purchases from, the private sector 
of the economy seem to have been expanding more rapidly than last year, the 
Government’s repayment of indebtedness to the banking system has been 
well up to the 1950 level; the banks’ holdings of cash, floating debt and call 
money fell by some {281 millions this February against {£272 millions last year. 
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The major portion of the seasonal repayment of debt has fallen on money market 

assets, Which are down by £155 millions on the month. Treasury deposit 
receipts, which fell by £156 willieaei in February, 1950, fell by only £93 millions 
this year; even so they are now down to £290 millions compared with £471 
millions in February, 1950, and with sx, 160 millions before the big switch 
from T.D.R.s to Treasury bills started in the summer of 1949. The slightly 
greater rate of Government repayment of floating debt this February may be 
partly due to the buoyancy of the revenue in the current tax-gathering season, 

but it must also be a sign that the Government was not having to find much 
more cash to finance Britain’ s external surplus in February, 1951, than it was 
in February, 1950; the great difference here, however, is that the trend of the 
external surplus—which in the second half of 1950 caused heavy Government 
borrowing from the banks—now seems to be downwards, while in February, 

1950, the trend was upwards towards unprecedented heights. 


[x an article that appeared in THE BANKER fourteen months ago it was argued 
that those who were inclined to write Latin America off as a ‘perennial dollar 
deficit area were being unduly pessimistic, but that if that 


Trade area did return to its traditional boom-time enjoyment of a 
with net dollar surplus, with some promise of a sterling deficit, then 
Latin the techniques of bilateral bargaining, still being taught by 


America Britain, would be hard for Latin America to unlearn. That 
forecast has unhappily been justified sooner than might have 
been expected. In 1950, as Mr. Francis Glyn pointed out in his review to 
stockholders of the Bank of London and South America last month, the twenty 
Latin American republics showed an improvement of no less than $700 millions 
in their dollar balance of trade. They swung over from a deficit of $400 
millions to a surplus of some $300 millions. Unfortunately, however, barriers 
against sterling imports still remain in many markets; some countries, such as 
Argentina (which has gained greatly from the increase in the dollar price of 
wool and hides), have even used their new-found dollar affluence as a lever 
against Britain in the bilateral battles that have now become such a melancholy 
annual event. As a result of continuing exchange restrictions British exports 
have made a rather disappointing showing in southern Latin American markets 
since devaluation, while in the booming northern republics (such as Venezuela) 
British exports have also lagged—partly because of-long delivery dates, partly 
because of the paucity of direct shipping facilities and partly because of the 
very notable revival of German and Japanese competition in this area. 

In his review of future prospects, Mr. Glyn was able to look forward to the 
likelihood of continuing boom—a boom that may iron out some existing 
difficulties as it proceeds. It seems probable, for example, that Brazil will 
recover from her present sterling shortage once her excellent new cotton crop 
comes on to the market; as she does so her heavy backlog of sterling remittances 
may be cleared up. On a slightly longer view, it is to be hoped that due note 
will be taken in Latin America of the fact that those countries that have 
turned away from excessive reliance on exchange restrictions and controls in 
the last year have generally been those in which the greatest economic progress 
has been made. An outstanding instance has been Peru, which gradually 
abolished all exchange restrictions in the course of 1950, cut Government food 
subsidies and other interferences with the price mechanism, and allowed 
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exporters to sell on the free market all the foreign exchange that they earned. 
These bold steps have led to an actual appreciation of the v ‘alue of the sol. 
Modified steps in the same direction have been taken by Chile. 


FoR most banks operating in the East, 1950 was a successful though worrying 
vear. Such giants of Eastern finance as the Hongkong and Shanghai Bank, 
the Chartered Bank, the Mercantile Bank, the National Bank 
Banking in of India and the Eastern Bank have issued their end-year 
the East = accounts in the past month; all show some rise in net profits 
and in all the increase in assets, and particularly in advances, 
has been large. This increase is partly due to a growth in the real volume 
of business financed, resulting from the recovery of production in areas devas- 
tated by war or post-war political troubles. In the main, however, the increase 
in bank lending has been due to higher prices of primary products; some of 
the bank chairmen in their annual addresses expressed uneasiness at the rather 
dizzy level that these prices have now reached. 

Unfortunately, too, political troubles have prevented the Eastern countries 
from full enjoyment of the boom even while it Jasts. Those banks that have 
branches in Communist China must now regard them as a liability rather than 
an asset; many of them have Chinese staff far in excess of their requirements, 
but are powerless to reduce the number of their clerks. On the periphery of 
Communist China, Hong Kong enjoyed an unprecedented trading boom last 
year—mainly as a result of the virtual closure of its old trade rival, Shanghai. 
In December, however, the American authorities imposed severe restrictions 
on all shipments to Hong Kong of goods that might find their way through to 
China, and also froze all funds in America belonging to residents of the Chinese 
mainland. 

The other main political obstacle to trade in the East in the past year has 
been the trade deadlock between India and Pakistan. This has now been 
happily resolved and trade has begun to flow between the Dominions at the 
cross rate arising from the par value of 3.3 Pakistan rupees to the U.S. dollar 
now agreed by the International Monetary Fund. Under normal conditions 
of Indo-Pakistan trade, Pakistan could-probably always have justified its 
decision not to devalue in September, 1949 (except possibly in conditions of 
world recession); in the face of the trade deadlock, however, Pakistan has 
been able to stick to its rate only because of the primary commodities’ boom. 
In the rest of the East the bank chairmen had a satisfactory year to report. 
In Japan industrial activity is now well above the pre-war average—although 
textile production is still below it and Japan will face a heavy task in balancing 
its external accounts if American aid is withdrawn in the near future (especially 
if the closure of the Chinese market drives its exporters into more bitterly 
competitive fields abroad). In Indonesia and the Philippines recovery is still 
retarded by bandit elements masquerading under the name of left-wing poli- 
ticians, but in Malaya, Thailand and even Indo-China the bank chairmen were 
able to report that trading had been almost surprisingly prosperous. Further 
west, Iraq had an indigenous banking crisis last year and Persia seems to be 
facing one at the moment; it is indeed partly because the new Persian Govern- 
ment has to cajole the Majlis to pass through a Bill that will enable the National 
Bank to meet its obligations safely that it has found itself impotent to temper 
the Majlis’s unhappy essay into the troubled field of oil politics. 
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Inflation’s New Guise 


HE budget that Mr. Hugh Gaitskell will present next week will be, 
"T beyond doubt, one of the most important of recent times. Its importance 

will lie not only in what it decides for this year, but also in the policies 
it sets afoot for future years. Britain’s finances stand now at a major turning- 
point. A combination of new influences, among which Britain’s own defence 
programme is only the most important, will gravely intensify the pressure of 
inflation. Moreover, owing principally to the steep rise in world commodity 
prices, the form in which the problem of inflation now presents itself is so 
different from that against which the economy has had to contend in the past 
as to make it appear almost as a new problem. Britain’s finances will now 
alter course in any event. The Government still has the power to keep them 
within reasonably safe channels—but it will not succeed in doing so without 
making radical changes in policies to which, in the past, it has attached high 
political importance. If it shrinks from these changes, so that the altering 
trend of British finances follows the path of least resistance, the consequences 
will be grave, and might be disastrous. The inflation will develop spiral 
tendencies to a degree never experienced in the past decade. It is in this sense 
that the coming budget, which will set the pattern for economic and financial 
policy in its widest sense, is crucial for the long-run as well as for the short. 
If a spiral process once gathers any real momentum, it will be very hard to 
arrest it by any sudden change of policy—such as might result, for example, 
from a change of Government. 

At this turning-point, when new and complicated issues have to be appraised, 
it may be useful to recall at the outset a few basic principles, both about the 
budget and about the nature of inflation—even at the risk of telling many 
readers what they very well know already. The link between the budget and 
the problem of inflation is now well-established, though few people fully 
understand how the relationship arises—as much of the advice lately tendered 
to the Chancellor plainly shows. The first critical fact is that the budget is no 
longer regarded merely as the instrument by which the Government gets the 
money needed to meet its expenditures. Its newer function, more important 
than the traditional one, is to act as a balancing force—a kind of counter-poise 
—upon the nation’s whole economy. In present conditions, the prime objective 
of budgetary policy is to exert this force in such a way as to prevent inflation 

-or, at least, to keep it within reasonable bounds. 





THREE Forms OF INFLATION 

When, as now, total demands on the nation’s productive resources threaten 
to outrun the prospective output, inflation inexorably occurs to whatever 
extent is necessary to equate demand to supply—unless the equilibrium is 
dehberately contrived by other measures to curtail demand or increase supply. 
This inflation takes one or all of three forms. First, the excess of demand 
may be met partly by drawing on domestic stocks or by sucking in more 
goods from abroad or reducing exports. To the extent that it thus lives on 
capital, the nation may avert for a time the effects of inflation upon prices—this 
is what happened during the Daltonian inflation, which brought the economy 
to the verge of collapse through exhaustion of stocks and overseas credits. 
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Secondly, competition will raise prices to whatever extent is necessary to 
enforce sufficient economies upon those with the shortest purses—especially 
the pensioners, rentiers, wage-earners with large families, and all others whose 
incomes are adjusted only slowly (including the recipients of social-service 
payments fixed in money terms). Thirdly, to the extent that prices of particular 
goods are controlled, demand for them is lopped off by rationing or by the 
first-come, first-served principle; but in that event the unsatisfied customers, 
having escaped “ rationing by purse ’’, then divert their excess demand to 
uncontrolled goods, the prices of which rise even faster than they would have 
done if all prices had been left free. This third process, which arises from the 
effort to suppress but not to stop the inflation, is particularly dangerous, 
Unless the Government has a very firm grip on the whole economy, and 
unless its controls are supported by the kind of moral sanction that is unlikely 
to exist except in total war, a policy of ‘ ‘ suppression * ’ working through price- 
controls and subsidization of selected goods is a positive inducement to wasteful 
use of scarce resources. On the one hand, it encourages excessive demand 
for the “‘ cheap ’’ goods (while stimulating black markets in those that are 
rationed), and on the other hand gives an incentive to entrepreneurs to divert 
resources to the production of less essential goods because of the high profits 
they promise. In recent years, Britain has suffered chiefly from inflation of 
the first and third kinds; now it is threatened with a much bigger dose of the 
second kind. 

This process will not be held in check unless the budget is used with sufficient 
determination to maintain an approximate balance in the national economy, 
by lopping off the excess of income spending-power at the source. The Govern- 
ment has already affirmed that there must be no avoidable drafts on capital. 
Stocks, taken as a whole, cannot be further run down; those of consumer 
goods undoubtedly will be depleted, but stores of raw materials, food and 
other vital supplies urgently need replenishment. Capital maintenance and 
development in industry is of high priority, and an effort is also to be made 
to maintain the level of new housing. The volume of exports must be kept up 
to save Britain from again running into debt abroad. Since the demands from 
these sources will not be substantially curtailed, and since any additional 
output resulting from industrial productivity will provide only a small part 
of the additional resources absorbed by the defence programme, the main cut 
must fall upon the output absorbed by consumers’ expenditure. Unless this 
cut is imposed in an orderly way, not only will the whole community suffer 
more acutely from the inflationary processes described above but, in addition, 
the urgent work on defence and industrial investment and other capital pro- 
grammes will be gravely impeded by a needless intensification of shortages 
and dislocations. 

In money terms, the excess of demand from consumers shows itself in the 
unwillingness of the public to save sufficient from its current income to finance 
the nation’s capital outlays, considered as a whole (and including the capital 
outlays of the Government itself). The réle of the budget is to ensure that the 
Government itself saves sufficient to make good this threatened deficiency of 
private savings, and thus to prevent the gap from being closed by inflation. 
In other words, the Government must budget for a revenue sufficient not only 
to finance its own current outlays but also to yield a true surplus of savings 
equal to the gap in the notional savings-investment account of the whole 
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national economy. The revenue available at present rates of taxation certainly 
will not offer a true budget surplus of this magnitude in the coming year. 
This surplus will therefore have to be enlarged, either by additional taxation 
or by cuts in Government expenditure. It should be noted that, apart from 
any cuts resulting from genuine savings on administration (i.e. from increased 
efficiency) or from curtailment of miscellaneous Government services, a high 
proportion of any feasible economies would exert their effect in much the same 
way as additional taxation would do—by reducing private demand. This 
point is clearly brought out in a subsequent article, which surveys the scope 
for economies in the field of welfare expenditure. But, whether the surplus is 
enlarged by tax increases or by cuts, it is imperative that the measures to 
enlarge it shall not be such as to provoke reductions—or, at least, not equivalent 
ones—in private savings. Taxes that are paid wholly or mainly out of savings 
(such as those on undistributed profits or death duties) can have no disinfla- 
tionary effect, or only a negligible one, because they do not curtail demand. 

The disinflationary objective of this coming budget, it will be seen, is in 
principle similar to that of each budget since Sir Stafford Cripps succeeded 
Dr. Dalton. But the difficulties of pursuing it are very much greater. Although 
Sir Stafford Cripps was never prepared (or was at least never permitted by 
his colleagues) to push his disinflationary policy very far, so that it was always 
a fairly painless process, it did in fact achieve a considerable measure of 
success—-a success indicated by the state of the economy in 1948-50 by contrast 
with 1946-47. But it is now clear that he was working under relatively 
favourable conditions. 


DISINFLATION’S EAsy ROAD IN 1948-50 


First, and most important, the budget did not have to be used, as it must 
now be used, actually to reduce the level of consumption. Thanks to the rise 
in production that occurred once the early post-war dislocations were overcome 
(a process in which disinflation itself, of course, played a part), it was possible 
to strengthen the basic economy while simultaneously allowing consumption 
to rise moderately. The réle of budgetary restraint, working through the 
budget surplus, was the relatively easy one of preventing consumption from 
rising too fast. More specifically, its principal task was to stop the addition to 
the nation’s spendable income, resulting from the higher production, from 
being wholly spent on consumption. 

Although the path for disinflation was thus smoothed, the Government 
refused to push it to the point at which the inflationary pressure was wholly 
neutralized. Some degree of inflation was allowed to remain in the economy, 
but its effects were minimized or postponed by a second special condition that 
can no longer obtain. This was the condition created by the “ personal 
incomes ” stabilization policy, of which the most important element was the 
so-called wage-freeze, supported by the subsidization of basic essentials in the 
cost of living. Although this policy always seemed to be about to break down, 
and did not prevent a rise in wage-rates, it did succeed in greatly slowing down 
the movement—even, for a time, after devaluation provoked a rise in the 
circumscribed official retail price index. For two and a half years, therefore, 
this policy—which has been aptly described as government by administrative 
delay—did keep the inflation from developing any serious spiral movements. 
The third special circumstance is that this uneasy equilibrium was never upset 
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by any radical disturbance emanating from economic tendencies overseas 
though it certainly would have been upset, once the ending of the post-war 
sellers’ market had drawn attention to the uncompetitiveness of British costs, 
if relief had not been secured by devaluation. Throughout this phase the 
Government could still pretend that the basic cost of living was more or less 
stabilized—thereby avoiding an open rejection of its wages policy—without 
adding to its bill for subsidies. Indeed, the total of subsidies was actually 
reduced, and some food prices were raised; but in the past year the bill has 
been kept down to the ceiling of £410 millions (laid down in the last budget) 
only by the Gilbertian expedient of keeping down the actual supply of rationed 
voods. 
IMPORT PRICES AND THE SPIRAL 

None of these special conditions, which made a timid disinflationary policy 
work tole rably well, obtains any longer. The pressures against the “ stabiliza- 
tion "’ policy were rising fast towards breaking-point even before Korea. Now 
the coup de grace has been administered by the unprecedented pace of the rise 
in world commodity prices, and the consequent huge addition—both actual 
and prospective—to Britain’s bill for imports.* The Chancellor has stated that 
in 1950 the terms of external trade moved against Britain to the extent of 
£250 millions, and that in 1951 the same volume of imports as in 1950 may 
cost £400 millions more. Since the increases are of such magnitude, it would 
be utter folly to try to shield domestic consumers from any appreciable fraction 
of their effects. Some strictly selective reliefs may indeed have to be given, 
eventually, to ease extreme hardship; but to attempt any general relief would 
involve an unthinkable extension of the scale and range of Government sub- 
sidies. In any case, an attempt thus to prevent the rise in the cost of living 
would still fail; even if the Government were recklessly prepared to spend 
large sums, the relief would perforce be circumscribed. There are indications 
that Mr. Gaitskell fully recognizes this—though it is questionable what the 
attitude of the Government as a whole will be when the full implications are 
borne home upon it and upon the more vocal of its supporters. 

Meanwhile, the retail prices of many essentials are rising, and rising fast. 
Yet the present level of such prices, ominously though it is advancing, still 
does not reflect much of the phenomenal rise in import prices that has occurred 
since Korea. There will be worse to come, even if the efforts at “ orderly’ 
international allocation of raw materials, and the new attitude of the United 
States towards stockpiling, succeed in reducing the feverish temperatures in 
world commodity markets. Whether or not the British public fully perceives 
what lies ahead, it is probably more aware now of the realities of the falling 
purchasing power of money than at any other time in recent history. Never 
having suffered a catastrophic inflation, it has always been slow to act upon its 
fears. Its backwardness in “ forestalling’’ has at times been a matter of 
astonishment to its continental neighbours. But it is learning fast now. The 
policy of wage-restraint may still await decent burial; but it is very dead. 
And its unlovely sister, the policy of subsidization, if not dead, has sunk into 
incurable paralysis. Now that these contenders against the twisting spiral 








*An excellent critical analysis of the evolution of the stabilization policy, from its origins in 
the early years of the war, has recently been made by Mr. S. R. Dennison; it is published in the 


current issue of the District Bank Review. 
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have given up the struggle, it will be hard indeed to prevent another round 
of wage increases. Yet the increases lately granted have still to add their full 
quota of impetus to the rise in costs and prices impelled by the external 
influences. The two sets of forces threaten to join in unholy alliance to set the 
whole apparatus turning steadily faster. 

Bnitain’s finances do indeed stand, all too literally, at a major turning- 
point. If the grosser injustices and dislocations of a spiral movement are not 
to be supe rimposed upon the considerable hardship that has already arisen 
from the slow but continuous rise in prices during recent years, financial policy 
will need to be much tougher and more realistic than in the past. The break-up 
of the old systems of “ stabilization’ at this juncture means that the new 
Chancellor starts with a handicap. If his disinflation effort is to stand a chance 
of reasonable success, it must not leave any appreciable inflationary gap in the 
prospective savings-investment balance sheet—in so far as honest estimation 
can predict the elusive magnitudes involved. If political pressures against 
unpalatable policies seem too strong to be resisted, a conscientious Chancellor 
dare not now shrug away his doubts by persuading himself that a moderate 
gap may not do much damage—or might be, in any case, merely a “‘ statistical ’ 
gap due to the imperfections of the estimates. On the contrary, he ought now 
to allow a safety margin for the errors that are bound to arise. 


RETRENCHMENT AND TAX REFORM 

Against this background, it may seem a thankless—and, to some, even a 
hopele: ss—task to try by budgetary action to do what no previous disinfla- 
tionary budget has had to do, actually to cut down the real level of consump- 
tion. The problem is further aggrav ated by the fact that taxation is now at 
such a level that any further increases will yield the minimum of genuine dis- 
inflationary effect. Even additions that are carefully aimed at incomes and 
at spending-power are likely to be accompanied by some reduction in private 
savings, merely because of the intensification of the general pressure; and, as 
the public is forced to economize, it is all too probable that it will cut down 
first its demands for goods that are the most heavily taxed, notably tobacco 
and beer. Finally, there is the risk that additional taxation will indirectly 
reinforce the pressure for higher wages. All this is quite apart from the reper- 
cussions upon incentive and upon the flows of capital to industry—considera- 
tions that cannot be dismissed on the ground that thisis a short-run emergency, 
because it is not such an emergency, but the beginning of a long-run effort 
during which the basic health i the economy must be sustained. 

The inevitable conclusion is that, as the defence burden grows, the budgetary 
problem of restraining a spiral inflation will be quite insoluble unless it is 
approached in an entirely new spirit. Three new lines of approach are needed- 

First, to seek, with due sense of urgency, every possibility of retrenchment 

in Government expenditure; the aim should be to ensure that cuts in 
Government spending contribute at least two-thirds of whatever rein- 
forcement is needed for the budget while defence outlays are rising. 

Secondly, since taxation is already a crushing burden, there should be a 

comprehensive survey with the object of reapportioning the burden so 
as to ensure that it does the minimum of damage to the national economy. 

Thirdly, since the system of subsidization has virtually collapsed, the 

Government should make a virtue of ne cessity, and should devise an 











THE BANKER 








orderly programme for steadily getting rid of the grotesque distortions 
that the subsidies and price- controls hav e caused. 
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This last process would allow the “ suppressed ”’ inflation in certain sections 
of the economy to come into the open. Prices of controlled goods and services 
should be brought ever closer to their true costs, thereby reducing the wastages 
and stresses and misdirections of production that are caused by the arbitrary 
and increasingly wide margins between controlled and uncontrolled prices. 

In this gloomy situation, there is one important consideration that may 
offer some consolation—in the limited sense that the Government may have 
a breathing space in which to plan the far-reaching changes of policy that are 
needed. In this first year of the new defence programme, two special factors 
will keep the requisite reinforcement of the budget much below the amount 
of the actual increase in defence expenditure. The dislocation caused by the 
impact of expanding defence outlays here and abroad will mean that sheer 
physical shortages will inevitably delay some civil investment programmes 
and will make it hard to replenish essential stocks. To the extent that capital 
demands are cut down willy-nilly, the need.to cut consumer demands will be 
lessened. 

Secondly, this year a large part of the additional burden that consumers 
must carry will be thrust upon them automatically through the impact of the 
rise in import prices upon the cost of living. As we pointed out last month, 
the fact that people will be paying more for imported goods will mean that 
consumers as a whole will have less to spend on other things. To the extent 
that their real consumption (though not its monetary value) is thus cut down, 
there will be less need to enforce a cut by specific budgetary measures. The 
full force of the cutting that results in this way will not, of course, be felt at 
once—partly because consumers will still be drawing on existing stocks of 
goods at relatively low prices. But, since present supplies of many of the less 
essential goods will not be replenished (or will be only partially replenished) as 
they run down, even this process will give a disinflationary relief—of a strictly 
non-recurring kind. 




























Two KINDS OF PRICE-INCREASES 





Since people tend to regard rising prices as synonymous with inflation, it 
may seem the height of paradox to say that the need for budgetary action to 
resist a spiral rise in prices is lessened by the fact that prices “will rise in any 
case. A vital distinction, however, has to be drawn between two kinds of 
price-increases. On the one hand, there is the rise that reflects an addition 
to the real cost of goods (such as this addition that comes from the rising cost 
of imports, or from the fact that manufacturers are driven by shortages to 
use substitute materials). On the other hand, there is the rise that results 
solely from an inflationary excess of demand within the domestic economy, 
an excess that leads sellers in a free market to raise their prices and thereby 
widen their gross margins of profit. Both sorts of rising prices tend to curtail 
real demand (by “ rationing by the purse ’’) and both provoke spiral tendencies 
by heightening the pressure for higher wages. But in the one case there are 
natural checks upon these spiral tendencies, whereas in the second their move- 
ment is cumulatively stimulated—this is, indeed, the classic pattern of inflation. 
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More important still, whereas the first kind of price-increases is virtually 
unpreventable (except by a draconian and wasteful degree of deflation), 
the second kind definitely is preventable. 

The task of disinflationary policy now is to check this second process, by 
closing the prospective gap in the nation’s savings-investment account by 
policies of the kind already indicated. If this could be effectively achieved, 
any spiral tendencies resulting from the “‘ unavoidable ” price-increases would 
not proceed very far or very fast. Since these price-increases would be a 
reflection of additions to real costs, profits would not be raised and would, 
indeed, tend to fall. Moreover, as consumers began to feel the full effects of 
the disinflationary pressure, their cutting down of marginal expenditures 
would eat into the profits of businesses catering for the least essential needs. 
These businesses would be quite unable to pay higher wages and would either 
curtail their activities deliberately or would be forced to do so by a drift of 
labour away from them towards the essential industries. Thus would the rise 
in costs be absorbed into the economy without provoking any serious spiral 
movement—though possibly at the cost of some labour disturbances. On the 
other hand, if the disinflationary policy is too timid, so that an excess of 
demand remains, none of these healthy correctives will come into play. Busi- 
nesses will feel sure of their ability to sell supplies at high prices and good 
profits if only they can get the requisite materials and keep their labour; they 
will readily pay more for both. In such conditions, the two price-raising 
processes will react one upon the other, and there will be no automatic brake 
upon the threatened succession of wage and price increases. This is the danger 
that confronts Britain now. 


STILL TIME FOR BUDGET OVERHAUL 


It should also be emphasized that in the short run, even with a genuine effort 
at disinflation, the restrictive effects of rising import prices on public demand 
will be partially frustrated by rising wages—because the first effect of bigger 
wage-bills will almost certainly be to reduce undistributed profits, which are 
the largest element in private savings. The trend of wages is only one of many 
uncertainties that makes it more than ordinarily difficult this year to guess 
the size of the prospective inflationary gap that will have to be bridged by 
budgetary action. Even so, there is no doubt at all that an appreciable part 
of the real cuts in consumption will flow from the rising cost of living. Next 
year there can be no such automatic imposition of the defence burden—because, 
if import prices continue to rise, the resources consequentially released from 
consumption will have to be diverted to exports to keep the external account 
in balance. The relief from running down the export surplus, like that from 
running down stocks of consumers’ goods and from not sufficiently replenishing 
stocks of essentials, will be available only once. In 1952-53, therefore, the 
whole strain of imposing a sufficient disinflation will be thrust upon the budget. 
There is still time to plan the radical re-casting of its structure that is needed 
to make it equal to the task. The first duty of the Chancellor is to set this 
process in motion with all possible speed. His second duty is to ensure that 
the stop-gap measures needed this year are strong enough to keep the mounting 
pressures within bounds, while doing the minimum damage to this sorely 
overstrained and over-taxed economy. 
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Where can the Social Services be Cut ? 


N ten days’ time a new tax burden will have to be laid upon the already 
[overstrainea British taxpayer unless Government expenditure is ruthlessly 

pruned to make way for defence expenditure. The expenditure estimates 
already issued for 1951-52 plainly show that the Government has no such 
degree of pruning in mind——not, at least, for this coming year. According to 
the conventions, the budget debates are concerned with the provision of revenue 
rather than the voting of expenditure; but this ought not to be allowed to 
save the Government from a major challenge on this issue of retrenchment. 
No real headway will ever be made unless the Government can be forced 
cither to assent to an independent enquiry or, in default of that, to pledge 
itself to make, within a defined time, a thoroughgoing review with the object 
of achieving a prescribed minimum of economies—the equivalent of, say, 
between 5 and ro per cent. of all non-defence expenditure. The scope of the 
survey should, indeed, go well beyond that. Now that grave new burdens 
must be thrust upon the public in any case, people have the right to know 
what they would have to forgo—in terms of reliefs and facilities at present 
ittorded by the State—if an attempt were to be made to finance the whole 
defence programme without any major increases in existing rates of taxation. 
The Opposition should press for some such survey as this, and should refuse 
any longer to allow the demand for retrenchment to be sidestepped by the 
(Government’s familiar debating trick of demanding to be told precisely what 
expenditure ought to be cut. Its attitude should be that the onus of respon- 
sibility lies upon the Government to give the public sufficient information to 
enable it to form its own judgment about the least painful ways of carrying 
the new burdens. 

It is with such considerations in mind that this article approaches the 
problem of the social services. For it is quite clear that if retrenchment were 
to be attempted on this scale, a substantial part of it would inevitably fall 
upon this large segment of Government expenditure. Even in the financial 
vear just ended, outlays on defence, on -war pensions and on interest on the 
national debt together absorbed more than 40 per cent. of the total so-called 

ordinary ’’ expenditure. On the original estimates for the vear, social 
services and subsidies of cost-of-living and rents absorbed a slightly larger 
proportion even than this. All other “ ordinary ” expenditures-—including the 
Seaitans and colonial services, works, agriculture (apart from food subsidies), 
the police force and administration of justice, the activities of the Board of 
Trade, the e work of the Ministry of Supply and so forth—absorbed only 
S per cent., or little more than {600 millions. Obviously, there are many 
marginal expe lees of which the most commonly cited are those on the 
Festival of Britain, the public relations services, and the administration of the 
extraordinary mechanism set up under the Town and Country Planning Act. 
But when the total expenditure is broken down in this way, it becomes at 
once apparent that any effort to achieve really large economies would have to 
go far beyond the frills of expenditure and tightening-up of methods of adminis- 
tration. Inevitably, it would have to tackle the big block of the social services. 

Total expenditure on the social services—if this is defined in its widest 
sense, embracing all expenditure on the relief of distress and all disbursements 
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that enable British citizens to secure certain goods or services at less than 
their cost price—is now running at over £1,850 millions a year. This expen- 
diture, the main components of which are summarised in Table I, has increased 
thirty-fold in the past forty years. It should be noted, however, that not all 
of this outlay is financed through the central budget—a roughly comparable 
figure for the budgetary charge, based on the original estimates, would be 
about £1,450 millions. The remainder is financed from national insurance 
contributions (excluding, of course, the portion of these contributions that is 
piling up as a surplus in the National Insurance Fund) or from local rates. 

In the search for economies in these services, however, the source of their 





TABLE 1 
WELFARE EXPENDITURE IN 1950-51* 
(£ millions) 


National insurance benefits* eh ia Ns ar 427 
Industrial injury benefits* .. - nr ae bi 14 
National assistance .. ne a i oc i 91 
Family allowances .. a a sa es Bos 62 
National health service Bes be 6 aE oe 411 
Education .. in Ne my na se ae 357 
Child care... bes ia sa “s os és 16 
Food subsidies =e ie “hi a 4 va 410 
Housing subsidies .. oa ea ts ws is 69 

1,857 


‘ Official estimates for the year (except for national in- 
surance, and industrial injury benefits; the figures for these 
show actual expenditure in 1949-50, including the contribution 
from the National Insurance Fund to the National Health 
Service). 
financing is not material. The disinflationary effectiveness of any cut in this 
expenditure would not be affected by the mere mechanics of accounting. 

The purpose of this article is to show in some detail the channels through 
which this great flood of State welfare expenditure flows, and to suggest, in 
rather tentative parenthesis, what seem to be the “‘ starters ” in any assessment 
of where substantial cuts might least painfully be made. There is, of course, 
room for wide differences of opinion about these suggestions, but it is hoped 
that the method of presentation here adopted will help readers to formulate 
their own views. 

THREE CATEGORIES OF WELFARE EXPENDITURE 

It will be most convenient to divide expenditure on the social services into 
three broad categories, and then to examine the possibilities—and the melan- 
choly difficulties—of securing economies in each. The first category, which 
may be called the “ indiscriminate transfer payments ’’, comprises the food 
and housing subsidies. These two groups of subsidies transfer purchasing 
power without directly discriminating between recipients on grounds of need. 
Lord Balfour of Burleigh once described them as a system “ of paying out 
money to ten people, and getting it back from nine of them, in order to help the 
odd one who really needs helping ’’. Such great distortions are involved in this 
sort of process that in any normal year there would be a very strong case for 
putting these indiscriminate transfer payments first in line for pruning. Unfor- 
tunately, however, it is precisely this category of transfer payment that has 
the most direct effe ‘ct on the cost of living and thus on wage claims. Enough 
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has been said on this point in the opening article of this issue to make plain 
the political difficulties attached to cutting indiscriminate transfer payments 
this year. 

The second category of transfer payments are those that do discriminate 
between recipients on grounds of need. Family allowances, national assistance 
and, to some extent, national insurance benefits belong to this category. It is 
obvious that these payments cannot be cut in the coming year of rising prices 
without causing very real hardship—although suggestions will be made below 
about how any increases in them might be handled to prevent extravagance. 

The third category of welfare expenditure comprises the “ direct ’’ dis- 
bursements on education, child care and the health services. The distinctive 
feature of this block of expenditure is that much of it, though indubitably 
contributing to the real standard of living, is much less closely connected with 
the standard as popularly conceived, and is much further removed from the 
ordinary concept of the cost of living, than are the transfer payments. On 
grounds of expediency—which perforce must govern the approach—the scope 
for changes here may be considerable. And it is also within this segment, 
which includes the new health service, that there is the clearest prima facie 
evidence of inefficient administration on the one hand and of public extrava- 
gance in the use of facilities on the other. 


THE FoopD SUBSIDIES 

Each of these three categories must now be scrutinized in turn. The biggest 
item of “ indiscriminate ” transfer expenditure is that on the food subsidies, 
which are met wholly out of taxation, and cost £410 millions in 1950-51. An 
estimate of the distribution of these subsidies in 1950-51 was made by the 
Minister of Food in the House of Commons last July and is shown in Table II. 
These subsidies are not only the largest transfer of income, but are also the 
least discriminating way of making it. They benefit everyone, no matter what 
his income. In fact, once a subsidized food becomes unrationed, as is the 
case with milk, it can be argued that wealthier people, who can buy large 
quantities of milk, benefit more from the subsidy than those who can afford 
to buy only a little. : 

A complete abolition of the food subsidies would impose a burden on the 
cost of living approximately equal to the extra pressure that is expected to 
be exerted this year by the rise in import prices. Since the public must face 
this pressure in any case—at an eventual average cost of £32 a year fora 
family of four—it seems clear that any wholesale attack on the food subsidies 
is out of the question in this budget. 

There are, however, three steps that a Chancellor genuinely willing to 
prune might be willing to take. First, and most obv iously, he must set his 
face against any pressure to raise the ceiling on the subsidies. Secondly, he 
could force the public to bear at once the full burden of the rise in import prices. 
Some of the rise is, of course, already being reflected in prices in the shops, 
but some part may be deferred for six months or more; in that interim the 
public will be living off existing stocks and, therefore, in a sense, be living off 
capital. A case can be made for cutting food subsidies in the months imme- 
diately following Budget day, and letting them return towards their present 
level (but not above it) when the full increase of £32 a year per family of four 
is hitting consumers later on. 
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The third step that might be taken in the coming budget would be to go 
boldly for cuts in certain selected subsidies. Table II shows, for instance, that 
an increase in tea prices by gd. a Ib., in bacon prices by vd. a lb. and in milk 
by 13d. a quart, would save about {65 millions a year for the Exchequer. 


TABLE II 
ESTIMATED SUBSIDIES ON FOODSTUFFS, 1950-51 





























| Increases in Average Prices 
| Required to Eliminate 
Home | Im- } | Subsidy 
Commodity | Pea | ported | Total |———— el 
: | duced H | ‘Sion 
Unit | Produc- | Imports 
| tion 
| fm fm. | £m. 2 a. s. d. 
Bacon és ss ny ue 24.7 13.5 38.2 Ib. 1 63 73 
Bread . : a ee 4 Ib. loaf 54 54 
Flour (other than for bre ad) aod 09-5 | 89.2 { 34 7 Ib. I ~' I : 
Shell eggs (a) : aa ak 23.3 3.0 26.3 doz. } x 54 3} 
Meat (a) .. a4 aia ne 37:3 | 2.8 | 40.1 Ib. be 5 
Milk es ; 72.0 | — | 972.0 quart | 2} — 
Butter (b) .. 7 38.5 | 40.2 | Ib. | : of I of 
Cheese (0) .. ~ ais a s5 | me | wee. | Ib. | 9} 94 
Margarine (domestic) .. ; o— 14.0 | 14.0 Ib. — 4 
Lard and cooking fat (domestic) = 4-7 | 4-7 Ib. | 23 
Potatoes (c) as xe ss ice} — | ee 7 1b. | 2 - 
Sugar (domestic) . . - io) Se 4 70 | ior Ib. 1} 1} 
Tea : tg —- 17.3 57.3 Ib. | - 9 
Miscellaneous as a ee 2.5 |Cr. (24.0)|Cr. (21.5) | 
SS Sees ner ase 
203.5 161.4 | 364.9 | 
Welfare and Milk in Schools | | | | 
Schemes ae os ia 35.0 | 2.6 | 37.6 
Fertilizers. . a ie 7-5 | 
240.0 164.0 410.0 | 








(a) The retail prices of imported shell eggs and meat are lower than those of home produce. 
(5) Includes part of the subsidy on manufacturing milk, the balance being borne in the milk 
subsidy. 

(c) Includes acreage payments. 
Some tentative steps in this direction—including a cut in the tea subsidy 
have already been decided upon. But, if so much weight was not laid in wage 
negotiations on the artificial interim index of retail prices, it is difficult to 
believe that price increases of this sort would not have been made long ago. 


HOUSING SUBSIDIES 

Housing subsidies, of which some {7-8 millions falls on the rates, are 
another indiscriminate and inefficient way of transferring income—in this case, 
not because they benefit everybody, but because they benefit only the small 
minority lucky enough to obtain a local authority house, and this minority is 
by no means necessarily those whose incomes are too small for them to pay 
the economic rent of their house. To the extent that rents are subsidized from 
the rates, the transfer of income is made from the pockets of, mainly, the less 
well-housed to the better-housed in the same district. Another completely 
unfair distortion of real income generated by the present system of housing 
legislation is the advantage accruing to those who happen to live in rent- 
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restricted houses or flats over those who do not. On grounds of equity, and to 
ensure that rent-restricted premises can be adequately maintained (as well as 
to increase the supply of unfurnished flats) a good case can be made for drastic 
overhaul of the rent restriction laws in favour of the landlord. If tt ts con- 
sidered politically impracticable to allow landlords to “‘ make more” out of 
tenants at this time, there might be a case for imposing an indirect tax on 
tenants whose rents are kept artifically low by legal restrictions; this tax 
could be alleviatedi n favour of the landlord, once the pressure of the defence 
programme began to wane. Any such proposal, however, like the proposal 
that has been mooted for an increase in Schedule A income tax on private 
householders, would have to be very carefully applied if it were not to make 
the confused and unjust pattern of obligatory personal expenditure on housing 
still more confounded and still more unjust. 

In ae context, it should perhaps be observed that the recent suggestion 
that large economies might be secured merely by shifting local authorities’ 
paamaniics (chiefly for housing) from the central Government to the private 
capiti il market is largely fallacious. If the same amount of borrowing took 
piace by the alternative route, the need for disinflationary taxation would not 
be abated at all. It is true, however, that the greater difficulty of borrowing 
might force the local authorities to economize. And it is true, too, that tenants 
of new local authority houses receive a concealed subsidy from the fact that 
the local authorities now borrow cheaply from the Government. If a true 
market rate were charged on these loans, and if the increased charge were 
passed through to tenants of local authorities’ houses, a real economy would be 
effected. 


FAMILY ALLOWANCES AND NATIONAL ASSISTANCE 

The second broad category of expenditure comprises social payments that 
transfer purchasing power discriminatingly-—on criteria of need. The clearest 
examples of such selective payments are those made under the national assis- 
tance scheme and by family allowances. Family allowances, it is true, are 
aw 1 in respect of all eligible children, no matter what their parents’ income; 
but they are taxable and are therefore of greatest value to families with the 
lowest incomes. The estimate of £62 millions in 1950-51 shown in Table [ ts 
computed before deduction of taxation. Hardly anyone is likely to feel that 
family allowances should be cut; on the contrary, if the new burdens are to 
be distributed where they can best be borne, there may be a case for increasing 
the allowances—especially if food subsidies are cut. The net cost here is small 
in proportion to its social value. 

National assistance is an even more strictly discriminating way of trans- 
ferring income, because it is subject to a specific test of need in each case. Its 
purpose is to cover gaps of hardship left by other social services. The present 
scheme replaced unemployment assistance (which supplemented or replaced 
unemployment benefit) and supplementary old age pensions, both of which 
were already, before 1948, being paid out of taxation; it also replaced the 
outdoor relief paid out of rates by local authorities, either to supplement 
sickness benefit or to aid those who were poor and destitute for whatever 
reason. The National Assistance authorities have also taken over the adminis- 
tration of non-contributory old age pensions from the Commissioners of Customs 
and Excise. The {91 millions of e xpenditure on National Assistance in 1950-51 
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(shown in Table I) comprised £62 millions of assistance grants, {25 millions of 
non-contributory old age pensions and £4 millions of administrative costs. 

Assistance payments are administered in the following manner. Scale 
rates, approved by Parliament, lay down the amount that is considered neces- 
sary for subsistence each week. After their increase last May, these rates 
became 26s. for a single householder and 43s. 6d. for a married couple (except 
that higher rates are paid for the blind and the tuberculous). Allowances for 
those who are not householders vary from 22s. for adults over 21 years of age 
to 8s. for children under 5. To these scale rates is added a rent allowance, 
which, for a householder, usually amounts to the actual rent paid. Before the 
Assistance Board pays any allowance to an applicant it assesses his resources 
in terms of income. If the assumed income is greater than the scale rate plus 
the rent allowance, no assistance is granted; if it is less, the Board pays the 
difference. If there is no assumed income, the full rate is paid. 

Even on a really rigorous approach, the only possible scope for economy 
in national assistance would seem to lie in the fact that, when the resources 
of applicants are computed, certain of them are disregarded by the Board. 
For instance, a recipient of assistance can earn up to {1 a week and still receive 
the full assistance payment.* Similarly, the value of a house owned and lived 
in by an applicant is disregarded when his resources are being assessed. So 
ue the first £375 of national savings. Other capital up to £50 is disregarded ; 
if the capital exce eds £50 but does not exceed £400 the balance over {£50 is 
assumed to bring in 6d. a week for each £25, and the income calculated in this 
way 1s deducted from the assistance payment. Assistance is not normally 
payable where the “ other capital” exceeds £400. Friendly society sick pay, 
superannuation payments, disability pensions and charitable payments are 
also wholly or partially disregarded up to an overall limit of £1 a week. 

It will be seen that a person need not be entirely destitute before becoming 
eligible for national assistance. In fact, the Assistance Board has estimated 
that in 1948 the total value of capital recorded as owned by applicants for 
assistance, excluding house property, was £19,572,580. Of this, nearly £10 
millions was “ protected ’’ national savings. If, as is likely with the nising 
cost of living, national assistance becomes a more important feature of the 
social security scheme than it is at present, the question of “ disregards ’’ may 
have to be reconsidered. The purpose of disregarding certain resources is to 
encourage thrift—or at least not to discourage it. But, clearly, if the resources 
now disregarded were taken fully into account, the basic assistance grant 
could be higher and those with no resources of their own, who suffer most from 
the rising cost of living, would benefit accordingly. It would be neither practi- 
cable nor equitable to abandon the policy of ‘“ disregards” completely. But 
if it were administered a little less generously, the national assistance scheme 
would be even more efficient—that is, more closely concentrated upon relieving 
real need—than it is at present. 


THE ROLE OF NATIONAL INSURANCE 


The national insurance scheme, introduced in 1948, falls in between the 
indiscriminate method of transferring income—through subsidies without a 





* Unless he is in the category that is required to register for employment, in which case only 
10s, a week of his earnings are disregarded. 
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means test—and the discriminating method that relies on such a test. Most 

of the adult population is covered by the scheme, either as employed, self- 

employed or non-employed persons, w ho pay a flat rate contribution according 

to the class in which they fal]. But in 1946, when the preliminary estimates were 

made, it was expected that these contributions would not, at the rates suggested, 
‘ cover the whole cost of the benefits. It was estimated that contributions of 
persons who entered the scheme at the initial age would cover two-thirds of 
the cost of their unemployment benefit and five-sixths of their other benefits. 
Provision was made for an Exchequer supplement to meet this expected gap. 
There is also an Exchequer grant to cover the cost of raising the rate of old 
age pensions in advance of the scheme, of bringing in people who were already 
over the starting pensionable age on which the actuarial calculations are 
based, and, above all, to provide for the increasing proportion of pensioners in 
the whole population. In so far as Exchequer payments subsidize benefits 
and pensions for those who have made other provision for themselves, 
the national insurance scheme is “ indiscriminate’ and inefficient—though 
retirement pensions, like family allowances, are taxable. 





















TABLE III 
NATIONAL INSURANCE ACCOUNTS, 1949-50 


(£ millions) 














Contributions of insured persons and } Unemployment benefit. . ‘ie sa 14 

employers sei 400 Sickness benefit . i ts a 

Exchequer suppleme nts to contribu- | Maternity be nefit ea , 9 
tions .. sia ae on 096 Widows’ benefits and Guardian’ s allow- 

Exchequer grants ‘a ‘a a 40 amce .. an ae co 

Interest income .. et a i 28 Retirement pension... «a <a 

Death grant : 

\dministration .. is 23 

Loss on realization of sec curities 2 

Contribution to cost of health service ) 










Total income .. ai -. 564 Total expenditure os oo 








The finances of the national insurance scheme in 1949-50 are shown in 
Table III, which is condensed from the first interim report of the Government 
actuary. This table does not show quite the full burden on the Exchequer. 
The Act provides that, where a person has exhausted his title to unemployment 
benefit as a result of long spells of unemployment, he may be given “ extended 
benefit '’ on the recommendation of a local tribunal. The cost of this extended 
benefit falls entirely on the Exchequer and, since the scheme started, has been 
between {5 millions and {6 millions a year. If there were no provision for 
‘extended benefit ’’, the cost of maintaining the long-term unemployed would 
still fall on the Exche quer—through the national assistance scheme—but in 
that event it would be subject to a test of needs and to more onerous conditions 
about accepting work outside the normal occupation. 7 

It will be seen that the finances of the national insurance scheme showed a 
considerable surplus in the year 1949-50. Moreover, the net contribution 
revenue from employers and insured persons (£360 millions, after deducting 
the proportion allocated to the separate health service) actually covered the 
cost of benefits with the exception of the death grant. The chief reason for 
this big excess of revenue over expenditure is that, in calculating the required 
level of contributions, the Government actuary was instructed to assume a 
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rate of unemployment of 8} per cent., whereas it has in fact been under 2 ah 
cent. so far. The saving on unemploy ment benefit has therefore been large 

in 1949-50 it amounted to £80 millions. The surplus of the national i insurance 
fund is, of course, a vital part of the total surplus of public authorities (shown 
in the so-called Combined Capital Account) on which the Chancellor relies in 
framing his budget. If insurance benefits were raised, or contributions reduced, 
thereby depleting the Fund’s surplus, taxation would have to be increased 
correspondingly. 

The surplus also needs to be maintained on actuarial grounds. The cost of 
retirement pensions in 1949-50, at £249 millions, was £8 millions more than 
was expected; and, as a result of the increase in the number of people of 
pensionable age, the cost of these pensions will be doubled in the next thirty 
vears. Part of this increased cost will be met by the additional 4d. a head 
payable in contributions from next October. This increase, which will be 
shared by employers and employees equally, should bring in an extra {17 
millions a year. But the bulk of the additional cost of pensions will fall on the 
Exchequer, and it is to provide for this that the Exchequer grants, which 
amounted to £40 millions in 1949-50, are to be increased by £4 millions yearly 
until they reach £60 millions in 1954-55, when Parliament is to review the whole 
question. For actuarial reasons, therefore, if it is decided to assume a lower 


TABLE IV 
INDUSTRIAL INJURIES SCHEME, 1949-50 
(£ millions) 


RECFIPTS PAYMENTS 
Contributions from employers and Benefits .. ae i oe ss 12 
insured persons Re ae a 30 Administration .. 2 
Exchequer grants ai ia As 6 
Income from investments < ia I 
37 14 


rate of unemployment, the saving that results should not be used to increase 
benefits without increasing contributions. It should be used to relieve the 
Exchequer of part of its share of the burden that an ageing population has 
thrust upon it. If it is thought to be desirable to raise benefit and pension 
rates to meet the rising cost of living, but at the same time politically impracti- 
cable to raise contributions to finance these new benefits, then beneficiaries 
and pensioners will have to be helped through national assistance—that is, 
after a test of needs. 

The national insurance accounts shown in Table III do not include the 
finances of the industrial injuries scheme, which has replaced workmen’s 
compensation. A small part of the insurance contributions paid weekly by 
employers and employed (4d. for a man and 3d. for a woman) goes towards 
the cost of providing financial benefits for those who are injured at work or 
contract a disease that is held to be attributable to their occupation. The 
Exchequer makes a grant to the industrial injuries fund also, a grant estimated 
at present at about £6 millions a year. Table IV shows that the industrial 
injuries scheme ran a surplus in 1949-50; this surplus is, of course, also part 
of the savings included in the Combined Capital Account. The main criticism 
that can be directed against the industrial injuries scheme is that the benefits 
it provides for industrial casualties are much higher and wider than those 
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under the main insurance scheme; moreover, as the industrial injuries schem: 
is based on the war pensions scheme, disablement benefits under it are payable 
even if the recipient is capable of earning. It is possible, therefore, that, of two 
people suffering from the same illness or injury, one will be : several pounds a 
week better off. than the other simply because his disability is attributed to his 
work. For this reason, there is a constant risk of pressure to extend the scope 
of the industrial injuries scheme by a wider definition of industrial diseases. 
his is just the sort of pressure that should now be avoided at all costs. 










CHILD CARE AND EDUCATION 

All the social services so far described have been means of transferring 
income from one set of pockets to another. It remains to describe the three 
major services that provide goods and services through the direct expenditure 
of the State. The smallest, though it may be a growing service, is called 
‘child care’. This service arises from the Children and Young Persons Acts 
and from the Children Act of 1948, and concerns children who have come into 
the care of the State because they are deprived of a normal home life or because 

















TABLE V 
CHILD CARE SERVICE, 1950-51 
(£ millions) 







Net cost to Exchequer. . ws a 8 Expenditure on approved _ schools, 
Ratepayer .. - ks 8 remand homes 
Expenditure on care and welfare of 
children by local authorities and 
voluntary organizations Pa ice 2 





’ ” 







16 Id 









they have broken the law. The provision of approved schools for law-breaking 
children is included as a social service on two grounds. First, the spirit behind 
recent legislation is that young offenders should be dealt with according to 
their needs rather than their misdeeds. Secondly, some children in approved 
schools have committed no offence but are there as being in need of “ care or 
protection’. The administration of approved schools and remand homes is 
in the hands of the same children’s committee of the local authorities that 
deals with children boarded out with foster parents or in residential homes. 
It will be seen from Table V that the cost of the child care service is shared 
equally between the local authorities and the Exchequer. A tiny proportion 
of the cost is also recovered from the parents. It may be that more should be 
recovered from the parents in the future, but savings on this score could not 
be large. 

Education is the next social service to be considered. It has the distinction 
of being the only one that throws any really large burden on the ratepayer. 
Its cost, moreover, is at present rising steadily from year to year, because 
school places have to be found for the large number of children born from 
1944 to 1948 and also because of the implementation of the Education Act of 
1944, which provided, among other things, for raising the school-leaving age 
and for free secondary education for all. 

The first column of Table VI summarizes the estimated total expenditure 
on education in Great Britain in 1950-51, distinguishing the expenditure that 

. falls on the rates; the second column shows, for England and Wales only, the 
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detailed services on which the grants to local education authorities and the 
local authorities’ own education rates are spent. Similar figures are not available 
for Scotland; therefore, the total is not the same as the sum of the £185 
millions and the {109 millions shown in the first column. The cost of the 
schools milk scheme is met entirely by the Exchequer through the Ministry 
of Food, and is included in the bill for food subsidies (see Table II). The cost 
of providing school dinners also receives a 100 per cent. grant from the Exche- 
quer, but, except where hardship would be caused, the parents pay a charge of 
6d.a dinner. This charge is intended to cover the cost of the food, and actually 
covers rather less than half the total cost of the dinner; it is to be raised by a 
id. a head in the near future. The figure for ‘‘ school meals’ in Table VI 
allows for the recovery of this charge from the parents. 

As a large part of expenditure on education is expenditure on teachers’ 
salanes—and as these salaries are already very low relative to employment of 
comparable responsibility—it is difficult to see how expenditure on education 


TaBLe VI 
EXPENDITURE ON EDUCATION, 1950-51 
(£ millions) 





ToTsL EXPENDITURE Gross EXPENDITURE BY LocaL Epucation 
Central Government: AuTHORITIES (England and Wales only) 
Grants to local education authorities.. 185 Primary schools (including nursery 
Grants in respect of other schools... 6 schools) es ee ay 3) 
Scholarships and allowances (mainly |} Secondary schools _ is 05 
under Further Education and Train- | Special schools .. 8 a eA 4 
ing Scheme) .. aie He kes 13 Further education a a 53 Ib 
Teachers’ pensions (net, i.e. after Training of teachers... af | 
allowing for contributions) .. a 7 Medical inspection and treatme ae 7 
Other expenditure by Ministry of ; <Aidto pupils... ‘ ; . 1o 
Education and Scottish Education | Administration and inspe ction a 13 
Department .. i 9 | Loan charges... he Pa 10 
Grants to universities and colleges ar 23 Provision of school meals a se 28 
Grants for science and the arts ‘a 4 | All other expenditure .. ; ar 14 
Total cost to taxpayer . 248 | 
Local authorities’ net expenditure | 
(i.e. less Exchequer grants). . ~» 209 
Grand total .. ees ~~ Bae: J 260 


could be substantially reduced, unless a retreat were to be made from the 
general principles of the 1944 Education Act. Probably the most that can be 
expected here is that a larger proportion of the costs of meals and possibly 
part or al} of the cost of milk, transport and medical inspection might be met 
by the parents—and that schemes for future expansion should be put off for 
the time being. 
THE HEALTH SERVICE 

The last social service to be considered is also the most costly. The actual 
cost of the national health service has far exceeded the original estimate, which 
in 1946 was put at about £133 millions for a full year. The under-estimate was 
partly caused by delay in fixing the salaries and fees for practitioners, and 
partly by rises in prices and incomes, but mainly by ignorance of the extent 
to which the service would be used by the public and of the extent of the 
inadequacies of the hospital service when it was taken over by the State. 

The estimated expenditure of {411 millions on the health service in 1950-51 
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shown in Tables I and VII is a net figure; that is, it excludes the £40 millions 
contribution towards its cost from the national insurance fund (shown in the 
relevant table) and also superannuation contributions, recoveries by hospitals 
in respect of services, and other smaller items. In Table VIII the gross expendi- 
ture is shown; it is not possible to allocate the national insurance contributions 
to the different branches of the service. The hospitals’ expenditure, however, 
is shown after deduction of the so-called “ direct credits ’’, that is, recoveries 
from the staff for board and lodging, receipts from canteens and farms, and 
payments by local authorities for beds in hospitals used by infirm people under 
the National Assistance Act. 

It seems clear that if there is to be any appreciable reduction in public 
expenditure on the social services, a substantial contribution must come from 
the health service. Economies could undoubtedly be effected by a tightening- 
up of administration and of systems of control with the object both of reducing 
administrative costs and, especially, of cutting down wasteful use of the service 
by the public. The Socialist Medical Association itself has recently made 

tart remarks on this subject. It pointed out that the present system, whereby 
each hospital committee must secure Ministry of Health approval for expendi- 
ture under each separate heading, is not in itself any real safeguard against 
extravagance. When a committee enters an estimate for its year’s requirement, 
TABLE VII 
NATIONAL HEALTH SERVICE ESTIMATES 
(4 millions) 
Taxpayer Ratepayer Total 
(1946 estimate for a full year) as 126 es 6.8 
1948—49— original* aia an are 200 we 5-4 
revised a a ae 278 ~ 13.6 
1949-50— original = =< ah 260 - 15.1 


revised ara a8 id 359 7 15.4 
1950-51—original - ins iim 393 ji 18.0 


* Converted to annual basis. 


it naturally includes a margin for contingencies; but when it has to estimate 

each head of expenditure separately, it makes an allowance for contingencies 
on each item—and the sum of these is always larger than any allowance that 
would be made for a “ block grant ’’ budget, because the basic principle of 
the system of detailed control is that a saving on one item cannot be used to 
meet over-spending on another. 

It would, however, be rash to suppose that economies resulting from better 
administrative systems, as distinct from basic changes in the principles upon 
which the facilities are made available to the public, would yield any large 
sums. It is clear that either the Government must reduce the permitted ceiling 
of expenditure on the health service, or a specific charge must be imposed on 
the public for the use of certain services. From the point of view of the battle 
against wage inflation, the first course may secm the more desirable; a lowering 
of the ceiling would not result in a higher cost of living. But a lower ceiling 
would tend to impose an arbitrary ban on development in a sphere where 
experimentation—especially in new drugs—is part of the warp and woof of 
human progress. What is needed is a reduction in that part of the demand 
that is irresponsible and extravagant. 

There seems, therefore, to be an unanswerable case for preferring the 
principle of specific charging, with proper exceptions in cases of real hardship. 
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A small charge might be imposed for medical attention, but, much more 
desirable, people should be required to pay (subject to a means test) a due pro- 
portion of the cost of supplies that are not strictly medical treatment. If, for 
example, a full charge were made for spectacles, but sight- -testing remained 
“free ’’, the saving on the supplementary ophthalmic service (on the 1950-51 
figures) ‘would be about {12 millions—apart from savings on the eye service 
provided by the hospitals. Similarly, on the basis of a recent analysis of hospital 
costs in Scotland (the only area for which data are available), it can be calcu- 
lated that if patients were made to pay for their full board in hospital (as 
distinct from medical attention), the saving might be as much as £30 millions — 
though less, of course, if remissions were made, as they would have to be, on 
proof of hardship. 

Inevitably, many objections would be raised against any such proposals 
as these. It may be argued, first, that it is bad long-term policy to restrict 
public demand for good health and that the resources set free by such a 

TABLE VIII 
DETAILS OF NATIONAL HEALTH SERVICE EXPENDITURE, 1950-51 
(£ millions) 











By Hospital By Local 
3y Executive Councils Boards Authorities* Othert 

General medical services. 48 Capital expend | 
Pharmaceutical services .. 31 ture .. - a | | 
General dental services .. 47 Running costs 244 | 
Supplementary ophthalmic | 

service .. “e a 
Administration 2 

15 256 | se | 33 








*On care of mothers and young children, midwifery, health visiting and home nursing, 
ambulances, care and after-care, home helps, etc. 

+ Mainly on capital expenditure in the acquisition of land, hospitals and equipment; pay- 
ments to the Ministries of Pensions and Works in respect of services and goods supplied; the 
bacteriological service; compensation for loss of right to sell medical practices; superannuation; 
the central purchase of medical stores, etc.; and the liabilities of hospitals transferred to the 
Minister. 

t Less direct credits. 
reduction would not be of the sort that could be switched easily to the defence 
programme. But if the public has to pay something for its medicines and 
spectacles and dentures—even though it contributes only part of the cost—it 
will have less to spend on other things. More important still, it will not make 
its demands on the health service recklessly, and will take due care of the 
appliances and other aids that it buys. It will be contended, perhaps, that it 
is quite unfair that people who need more medical aid than their fellows should 
have less to spend on the desirable things of life; but the principle of partial 
charging still would leave the less healthy in receipt of a subsidy from the more 
healthy. In any case, all such ethical arguments have to contend with the 
hard fact that in times of pressure and scarcity, some cuts are inescapable; the 
problem is to decide where they will cause least hardship. 


CONCLUSIONS 
Altogether, this survey suggests that if cuts are to be effected in the State’s 
welfare expenditure, then as much of the blow as possible should fall on the two 







































NKER 





THE BA 


indiscriminate forms of transfer payment (the food and housing subsidies) and 
on the more extravagant uses of the health service. It is true that reductions 
in the food subsidies will be extraordinarily difficult to push through in a year 
in which the cost of living may rise by anything up to 15 per cent. Nevertheless, 
a case can be made for tapering off the food subsidies until such time as the 
full effect of rising import prices is felt in the shops, for holding rigidly to the 
present {410 millions ceiling when that rise is felt in the shops, and even for 
reducing the ceiling by, say, £65 millions by trimming subsidies such as those 
on tea, bacon and milk. 

The political arguments against cuts in the housing subsidies in the coming 
period of rising prices may be as clamant as those against cuts in the food 
subsidies, although it is questionable whether the effect on wage inflation 
would be so disastrous or immediate. It is, however, so transparent that there 
is no such thing as fair shares in housing at the moment (except in the sense 
that there are fair shares at a lottery), that there seems to be a strong case 
(much stronger than that against the food subsidies) for slashing the £69 millions 
of official annual housing subsidies and the hidden subsidy contained in the 
system of cheap loans to local authorities. In addition, those who enjoy 
squatters rights on other forms of cheap (though not state subsidized) housing 
at the moment might be made to pay more—and some, at least, of their extra 
outgoings might be swept into the nation’s saving account. 

The health service seems to be one field where relatively painless adminis- 
trative economies might be sizable, but, in addition; specific charges might be 
levied for medical appliances and to meet the cost of some part of hospital 
board and lodging, if not also of medical care. Among the other “ direct ”’ 
forms of welfare expenditure, it is questionable whether the cost of the child 
care and educational services could be cut—though parents of children sent to 
approved schools might be called upon to bear a larger share of the cost of 
board and lodging, while charges in ordinary schools for such specific services 
as the provision of school meals might be raised. The main short-run argument 
for cutting educational services (and the expansion therein) might be that this 
would be a form of reduction in real income that would not have a very direct 
effect on living costs and therefore on wage’ inflation. 

In the “ discriminating ’ forms of transfer payment (national insurance, 
national assistance and family allowances), the tendency will inevitably be for 
benefits to rise with the increasing cost of living. The national insurance 
scheme should, however, aim to add to its surplus as much as possible of its 
increased rate of income from next October; if aid has to be increased in some 
cases, the addition should be given through “ national assistance ’’ (made 
after a test of needs). Any increase in national assistance benefits might have 
to be accompanied by a modification of the system of “ disregards ” (at any 
rate for new applicants s) and increases in family allowances should be made 
only if a determined attack is launched against the present level of food 
subsidies. 

Finally, in any approach to this weighty problem, it should be kept firmly 
in mind that, since the total cost of welfare services now represents so large a 
proportion of the national income, a very large part of the taxation that 
finances them is already being paid by the very income groups that mainly 
benefit from them. 
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Can the Balance of Payments Stand 
the Strain ? 


HE Chancellor has intimated that the Government will not aim at a 
"T batance of payments surplus this year; it will seek instead to keep 

Britain’s external accounts in overall balance, except that it will be 
ready to allow a deficit to appear in the published returns to the extent that 
special stockpiling purchases are made abroad. This will be widely accepted 
as the right objective of policy. Britain should certainly not finance its re- 
armament effort by running into debt abroad—and thus “‘mortgage the future”, 
to use the Prime Minister’s phrase—but it is reasonable that the luxury of 
repaying past indebtedness is one that should be forgone for the present. And 
the projected purchases for the stockpile, which may amount to {£150 millions 
in the year, can legitimately be regarded not as current transactions but as a 
shift in the composition of the reserve from gold into commodities. 

The formulation of a sensible objective of policy is one thing. The imple- 
mentation of that objective is, unfortunately, another. There has been much 
speculation lately whether the rise in import prices that has already taken place, 
and the interruption to engineering and other exports that the rearmament 
drive must bring in its train, will sweep Britain’s external account out of the 
substantial surplus that was attained in 1950 right into the red—unless the 
volume of exports of consumer goods is significantly increased by new heroic 
measures of diversion from the home market. The trade returns for the first 
two months of this year, which showed that British imports, valued c.i.f., 
exceeded British exports, valued f.o.b., by about £70 millions a month (com- 
pared with just over £20 millions a month in the second half of 1950), have 
been interpreted in some quarters as pointing this way. 

The Economic Survey, to be published in a few days’ time, may give more 
information about the degree of additional pre-emption of consumer goods 
that the official planners estimate the export drive will have to exercise against 
domestic consumers this year. Although some diversion of consumer goods 
from the home to the export market will be needed during the long drag of 
the rearmament programme, it must be remembered that each such diversion 
will aggravate the threatened gap between demand and supply at home. In 
present conditions it will be as great an error to do too much and too early as 
to do too little and too late. 

It is clear, therefore, that the available statistics need to be closely analysed 
so that the best possible guess—it can never be more than that—is made at 
the degree of diversion that must be made from the home to the export markets. 
Figures to be published in the near future are expected to show that Britain 
ran an overall surplus of between £200 and {250 millions in 1950. The actual 
surplus achieved in the first part of the year was £52 millions, so that in the 
second half the surplus must have been running at an annual rate of £300 to 
£400 millions. The current widespread assumption of a substantial deteriora- 
tion is based on the following rough calculation. It is assumed that imports 
will cost Great Britain £400 millions more in 1951 than in 1950 as a whole. 
(It may be noted here that monthly average imports for 1950 amounted to 
{217 millions, but in the first two months of this year the average was {272 
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millions; on this showing the increase of the import bill is likely to be fully 
up to the figure of £400 millions—if not, indeed, above it.) It is also assumed 
that some {100 millions will be secured by higher export prices and that net 
invisible income will show a further improvement of about £50 millions on 
the 1950 figures. On these assumptions, the deterioration as between 1950 and 
1951 would be of the order of £250 millions, which would leave the balance of 
payments in approximate equilibrium before allowing for a decrease in export 
volume from the engineering and other rearmament-affected industries. 

Such is the arithmetic behind present forecasts—and on first sight it seems 
to add up inexorably to a gloomy sum. But it is worth while remembering 
that there has been no field in which forecasts have gone so awry since the 
war as in that of the balance of payments. One item that has been consistently 
under-estimated and that may again surprise all concerned, is the buoyancy 
of Britain’s invisible income in an inflationary period such as that now under 
way. The overseas profits of British oil companies are likely to break new 
records in 1951—though in making this prediction fingers must be kept crossed 
in view of recent developments in Persia. It seems reasonably certain that 
invisible income from rubber, tin and other overseas ventures will also show a 
considerable increase in the coming year. The bulk of the profits earned on 
6s. a Ib. rubber and {1,400 a ton tin accrue not to Malaya but to London. In 
1951 the dividend harvest of the high prices that established themselves in 
1950 will be gathered in. Shipping income also promises to be appreciably 
larger in 1951 than in 1950. The index of tramp freights (1948 = 100) has 
risen since the beginning of 1950 from 70 to 157. With operations in Korea 
continuing to withdraw considerable tonnage from the normal trade routes, 
it may be assumed that the demand for freight and the level of charges will 
remain high in the coming year. It is, therefore, quite on the cards that the 
assumed {50 millions increase in invisible incomes as between 1950 and 1951 
may prove a serious understatement of the actual net gain. 


Britain’s Unputy Low Export PRICES 

The anticipated increase of about {100 millions in the yield of United 
Kingdom exports, assuming that the v olumé of exports in 1951 will be approxi- 
mately the same as in 1950, is equivalent to a rise of about 5 per cent. in 
the index of export prices for 1951 over that for 1950. This assumaption, like 
that for the rise in imports, is well below the trend shown in the first two 
months of 1951, when exports amounted to £406 millions compared with 
£332 millions in the equivalent months of 1950. It can, however, be said that 
the pessimism of the estimate of only a £100 millions rise is in keeping with 
the extraordinary sluggishness shown by ‘British exporters in adjusting their 
export prices to prevailing conditions. There have been recent cases of British 
exports of textiles and metal goods to the Continent, notably to Belgium, 
that have been immediately re-exported to the United States and sold at 
considerable profit to the re-exporters. Many articles for which there was a 
ready export market in the United States, even prior to devaluation, such as 
pottery and high-class textiles, are still selling to-day at lower dollar prices 
than were quoted before devaluation. It is only within the last few weeks 
that the great diamond combine has adjusted its dollar export prices to pre- 
devaluation levels. This sluggishness in adjusting prices to what the traffic 
will bear may in part be due to long-term contracts; but the full explanation 
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also involves more subtle factors including a psychological rigidity that makes 
itself felt when British exporters have to reduce prices as well as when they 
can increase them. Part of the reasoning behind the present refusal to raise 
export prices is that if such rises boost profits, then wages will have to follow 
them up—and will not come down again when markets turn more competitive. 

When complaints are made about the deterioration in the terms of trade, 
in short, the debate is all too often carried on in terms of injured impotence, 
whereas more often than not the deterioration is very much a matter of British 
industry’s doing, of its own inability to keep prices flexible. What justification 
is there for the fact that Britain should now export seven motor cars to 
Australia in exchange for one ton of wool when little more than a year ago 
the ratio was three cars for one ton? That deterioration in the terms of trade 
is not due to competitive considerations. The United States is curtailing 
its motor car output and is not prepared to jump in and filch export markets 
from Britain—even if the dollars for American car imports were made avail- 
able. The British steel industry has in the past claimed that it was the cheapest 
exporter of steel in the world. In prevailing conditions this should be no 
cause for pride. Realistic thinking about matters of costing and accoun- 
tancy is leading more and more industrialists (and even some planners) to 
comprehend the economic stupidity of wasting working capital by selling 
goods at less than their replacement cost. What has become increasingly 
obvious when it is done within the framework of domestic economy should 
be equally, or even more, obvious when applied to external trade. In the 
latter case it is not merely the exporting firm that is impoverished; it is the 
whole British economy that suffers by allowing the terms of trade to ‘be turned 
needlessly against itself, 

The extent to which the whole British economy is geared to a system that 
makes export prices unduly low is not generally realized. Much of this gearing 
is an odd anachronism from the period before devaluation when export prices 
had to be kept low by all means. For example, one important element in this 
tendency to underprice export goods is the subsidization of the domestic cost 
of living. The maintenance of an artificial level of prices for a chosen segment 
of the cost of living tends to keep prices and costs of export goods, as well as 
those consumed at home, below the competitive world level. Two preceding 
articles in this issue have shown that there may not be much hope of lightening 
the bill for subsidies this year; but their existence does not, in fact, provide 
any justification for charging the foreigner less than he is prepared to pay. 
In the balance of payments prospect, much depends upon whether British 
industry will appreciate the fact that it has moved into an era of scarcities 
and will learn to charge accordingly. 

In the period prior to the devaluation of sterling, there was much discussion 
of the two segments into which the Western world was dividing itself, that of 
high prices and inconvertible currencies, and that of low prices and convertible 
currencies. These two worlds are reappearing once again but the order has 
been curiously reversed over the past year. It is now the United States, 
Canada, Belgium and Switzerland that constitute the high-price economies, 
while the prevailing level of prices and costs in the sterling area, and in most 
of the countries of Western Europe, remains well below the standard set in 
the dollar bloc and its European extensions. The accompanying table relates 
the wholesale and retail prices in a number of countries to the base year of 
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(437, and shows how sharply the relationship has been reversed since Septem- 
ber, 1949. It is still, admittedly, extremely fluid. The wage freeze in Britain 
is almost a thing of the past. Costs and prices are rising. It is also possible 
to argue that the United States is taking more vigorous measures than most 
countries in Europe, and ceitainly than Britain, to tackle its inflationary 
problem. But vigour must not necessarily be identified with effectiveness. 
The stabilization agencies in the United States are at the moment torn by 
a dispute with organized labour. Developments in the interest rate battle 
between “‘ Fed’ and Treasury this month seem, at most, to indicate that 
America may take a step away from an inflationary interest rate policy towards 
a neutral one—the step that Britain took four years ago. On the all-important 
fiscal front there can be no doubt that the position in Britain has been held 





WHOLESALE PRICE AND COST-OF-LIVING INDICES REDUCED TO GOLD BASIS 


(1937 = 100) 
former Hard | Former Soft 
Currency Countries Sept., 1949 End-1950 Currency Countries Sept., 1949 End-1950 








United States: | United Kingdom: 
Wholesale | 178 199 Wholesale 73 1s 
Cost-of-Jiving .. 105 17! Cost-of-living .. 147 107 
Canada: i 
bs ee - 184 187 | France: 
ost-of-living .. 160 154 " la r s 
Switzerland: | W hole sale me =e 195 
Wholesale t 106 aan } Cost-of-living .. 15! 131 
Cost-of-living . 162 162 Zn 
Belgium: Netherlands: 
Wholesale ; 226 234 | Wholesale ne 182 151 
Cost-of-living 265 244 ' Cost-of-living .. 148 119 











under rather better control than in the United States. All in all, there is 
little reason to suppose that in the coming months prices will rise much less 
strongly in the United States than in Britain. 

Keynes’s vision described in his much maligned posthumous article in the 
Economic Journal, the vision of a high-cost, high-priced United States, living 
so well, consuming so much, that there need be no fear of a chronic world 
shortage of dollars, is at last coming true—admittedly much later than Keynes 
had expected. In the present situation there can be little doubt that the pound 
is appreciably under-valued at $2.80. With all the wisdom of hindsight, it 
can now be argued that when devaluing in September, 1949, the wide margin 
between $4.03 and $2.80 need not have been given away—for conditions of 
boom-time at any rate. It is too late now to correct that mistake by yet 
another violent adjustment of the exchange rate—with the prospect of a 
possible return towards it if recession returned. But it is not too late to 
adjust sterling export prices to prevailing world conditions. If that were done, 
the export bill for 1951, even allowing for some diversion of productive capacity 
from exports to defence, would be very likely to bring in more than the expected 
froo millions increase on 1950. 


TRADE WITH THE COMMONWEALTH AND E.P.U, 

While Britain has been keeping the prices of its traditional exports under 
restraint, the Commonwealth countries have seen the prices of their traditional 
exports soaring to new heights. As a result, in contrast to the considerable 
deterioration that has been evident in the visible trade figures of the United 
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Kingdom during the first two months of this year, most indications suggest 
that the dollar balance of the sterling area as a whole has been going from 
strength to strength. Within the next few days figures of the gold and dollar 
reserves at the end of March will be made public. They should reveal another 
appreciable improvement, on the total of $3,300 millions recorded at the end 
of 1950. In the intervening months sterling commodities such as rubber, tin, 
copper and cocoa have been sold at rising prices and in mounting quantities 
to the non-sterling world, notably to the United States. Stockpiling has been 
intensified during the past three months, not only by the Western powers, but 
by the Communist countries. Evidence of the latter movement may be seen 
in the substantial arrivals in London of Polish and probably Russian gold, 
for sale to the British authorities. At least {12 millions of such gold has 
arrived in the past few weeks. Even more striking i is the continued surplus 
that Britain has been running with the European Payments Union. In January 
this surplus amounted to $32,400,000. In February it had risen to $73,800,000; 
one half of these surpluses was taken in gold and the other half left as a credit 
with E.P.U. The total amount of gold received by Britain from E.P.U. since 
it came into operation on July 1 last is now $88,700,000 and, as recent figures 
show, the rate of flow has been accelerating. Much of this is probably due to 
sales by the rest of the sterling area and may in large part be accompanied by 
an increase in sterling balances held for account of sterling area countries. It 
is, however, also due to increased British exports to Western Europe, a move- 
ment that has been helped by the increasing shortage of export availabilities 
in the United States. 

The continuing surplus with E.P.U. leads to consideration of one other 
point that should be mentioned here. Even if Britain’s external accounts strike 
an overall balance this year, right on target, it is probable that the country 
will still run a surplus with E.P.U.; the lending through that organization is 
therefore likely to rise. Britain also has undertaken commitments to repay 
debt to Egypt and to the Colombo Plan countries, while the weight of Colonial 
Development plans remains. If the productive resources are available for these 
commitments to be carried through, a Britain whose accounts were in exact 
balance would have to borrow an equivalent amount elsewhere. It may be 
that countries like Australia will in effect carry the main burden of the Colombo 
Plan and other lending this year. Some of these countries may also be called 
upon to run up their lending to Britain on sterling balances to the extent that 
materials for the new Government stockpile are not bought from the dollar 
area; in order not to strain their willingness to lend too far, exports to the 
Commonwealth have now been hoisted to a priority only just behind exports 
to the dollar area. 

This is no reason, however, why those exports should go out at unduly 
low prices. The need to raise export prices is an urgent one. Britain delayed 
buying raw materials for her stockpile at ruling market prices until sadly late 
in the day—with the result that she will now have to meet her needs at prices 
considerably higher than those that some foreign countries have had to pay. 
It would be a tragedy if she were now to de lay selling her exports at ruling 
market prices as well. King Canute has always been an unsympathetic figure 
to economists—and never more so than in the past few months. But even 
the Ministry of Food, unlike industrial convention, has never tried to play the 
Canute to a favourable rising tide. 
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Documentary on Meat 
By Oscar R. Hobson 


HIS article is by way of being a “‘ documentary ”’ on Anglo-Argentine 

meat relations. It aims at putting down “ for the record’ and for the 

benefit of readers who are interested in the subject of inter-governmental 
bulk trading some account of the successive negotiations for the conclusion of 
meat purchase agreements between the two countries since the end of the war. 
These negotiations have been apt to take on the appearance of a long-drawn-out 
gladiatorial contest, in which the protagonists every now and again become 
interlocked (if I am not mixing the metaphors) in an interminable clinch which 
they do not break off for a matter of weeks or even months. To describe these 
in detail, even if the information were available, would be tedious. Indeed the 
whole narrative would be bald, if not unconvincing, were it not for the engaging, 
if undignified, habit that the contestants develop of shouting abuse at one 
another—rather by way of relieving their feelings than in any real hope that 
they would break their adversary’s concentration and so score valuable points 
in the contest. Some of these irrelevancies must be recorded in the narrative 
if it is to have verisimilitude, and also because the swearing at each other in 
public by public men is apt to have more far-reaching consequences than the 
abuse exchanged by private traders (one cannot suppose that the Vesteys were 
mealy-mouthed) in the heat of a “ higgling ”’ match. 

The story should start in the nineteen-thirties when Governmental intrusion 
into the meat trade began in earnest. Imports of Argentine beef into Britain 
were affected by the Ottawa Conference agreements which gave imperial 
preference to Australian and New Zealand meat producers and later by the 
International Beef Conference, which was an inter-governmental arrangement 
on quotas. The broad framework of Anglo-Argentine trade was settled by the 
Roca-Runciman Agreement of 1933, which was renewed in 1936 as part of the 
new bilateral trade treaty policy. Under the Roca-Runciman Agreement a 
joint committee was to be established to consider the “‘ economic and financial 
structure of the meat trade, with particular reference to the means to be 
adopted to ensure a reasonable return to the cattle producers ”’ 

This committee, when it got to work, came to the conclusion that the 
Anglo-Argentine meat trade was monopolistic in character, being dominated 
by a ring of six big companies operating in both countries and sharing between 
them some 85 per cent. of the total trade. These six firms, the committee 
found, co-operated closely amongst themselves in slaughtering, chilling and 
shipping the meat and finally in selling i in the British market. The six firms 
in question were Union Cold Storage Ltd. and its subsidiary, British and 
Argentine Meat Co., which owned 5,000 shops in the United Kingdom—these 
companies were controlled by the Vestey brothers; Armour and Co., Swift 
and Co. and Wilson Meats, three American-controlled firms; Smithfield and 
Argentine Meat Co., and Sansinena Meat Co. By way of bringing home its 
charges of monopoly practices the committee sought to examine the books of 
these six companies and others engaged in the trade. Five of the six big com- 
panies refused to open their books; the Sansinena Co. and other companies 
agreed to do so. The committee was scandalized by this behaviour. A scathing 
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report followed in which the committee concluded from the partial evidence 
it had been able to procure that, while profits from the trade fluctuated from 
year to year, they were in some years excessive since the companies could 
exploit the weak position of the Argentine cattle producers without passing on 
the benefit to the British consumer. 

These conclusions (which, of course, have furnished good ammunition to 
advocates of bulk buying) have been disputed by the importing interests. 
Their trade association, the Imported Meat Trades Association, in a brochure 
called ‘‘ The Truth About Meat ”’, issued last year, says that in 1938 there were 
63 importers of whom 15 each imported over £500,000 worth of refrigerated 
meat per annum and that there were nearly 1,100 wholesalers of fresh and/or 
imported meat of whom the largest handled less than one-tenth of the meat. 
“There was therefore no monopoly ’’. It goes on to point out that the 
importing concerns carried reserve stocks both in Argentina and this country 
and that they were thus able to ensure uninterrupted supplies through the year. 

Critics of the shortcomings of Government bulk-buying are under no 
necessity to affirm that the methods of the private traders were above reproach. 
The Armours and the Swifts and the Vesteys were tough and impenitent 
addicts of the profit motive, but they were long- sighted enough to ensure 
that the bargains they struck with both producer and consumer were such 
that they killed neither supply nor demand, but developed both to heights 
previously undreamt of. They “ delivered the goods"; they built up the 
international meat trade. 


3ULK BUYING, 1939-47 
What did Government bulk-trading do to it ? This we shall see, but it may 
be well at this point to refer to the accompanying table which shows the supply 
situation before the war and since. Average pre-war imports of meat into 
the United Kingdom were about 1,050,000 tons, with home-produced supplies 
about 1,100,000 tons. Since the war imports and home-produced have remained 
about equal but at the lower level of 800,000 to 850,000 tons. 


MEAT IMPORTS INTO UNITED KINGDOM 


(Tons) 
1935 TQ47 1945 1949 
New Zealand a .. 258,990 330,763 345,537 295,804 
Australia sia - ~s 223,362 161,069 133,025 121,518 
\rgentine aa sis -- 434,145 377,520 277,188 287,805 
Others i 7 a 100, 262 110,200 52,301 50,699 
Total a .. 1,016,789 079,552 507,951 755,970 


Bulk-buying of Argentine meat started with the war under arrangements 
worked out earlier by the Food (Defence Plans) Department of the Board of 
Trade, the forerunner of the Ministry of Food. At first buying was done 
through normal trade channels, but in October, 1939, the Ministry of Food 
negotiated the first bulk contract with the National Meat Board (Junta Nacional 
de Carnes), an Argentine Government institution which had been set up in 
1933 to organize and regulate meat production. Between this body and the 
Ministry a series of contracts were made during the war, the Ministry eventually 
becoming the sole buyer on behalf of the Allies and expressing its willingness 
to accept the whole of Argentina’s exportable surplus. During this period 
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Anglo-Argentine meat relations were relatively trouble-free, for Britain, with 
America, controlled the seas and the world’s shipping, and Argentina had no 
major alternative markets for her meat—except indeed her home market, the 
growing demand of which became one of our troubles in post-war years. 

At the end of the war, however, Argentina got herself ready to do battle 
on equal terms. The Instituto Argentino del Promogion del Intercambio 
(I.A.P.I.) was set up and took over from the packing companies all exports of 
meat (except to private buyers), the negotiation of contracts with the United 
Kingdom, and the fixing of prices to be paid to packing companies. 

Thus the stage was set for a real war of State bulk-traders. The opening 
battle of the campaign started in July, 1946, the respective generals being 
Sir Wilfrid Eady, Second Secretary to the Treasury, on the British side, and 
Senor Miguel Miranda, Minister of Economics and President of the Central 
Bank, at that time in high favour with President Peron, and Dr. Bramuglia, 
Foreign Minister, on the Argentine side. 

The negotiations were concerned not only with meat but with general 
commercial and financial relations, including the treatment of Argentina’s 
large blocked sterling balances accumulated during the war. They soon ran 
into difficulties. Sir Wilfrid Eady and his mission, true to type, bargained 
grimly, but so far as the outside public was c oncerne d, silently. Senor Miranda 
was not so reticent. After weeks of arguing, ‘“‘ We are right back where we 
were two months ago,” he said to a Daily Mail correspondent. ‘I have a 
great admiration for Sir Wilfrid Eady. He is a clever negotiator, but he 
hasn't a leg to stand on. Every time we meet now I know what he is going 
to say and he knows what I am going to say. Then I get angry and walk 
out and come here to the Bank.’’ But Miranda did more “than ‘“ get angry 
It was at this point that, as already recorded, he vested the meat export trade 
in the I.A.P.I. As a lever for the unblocking of the sterling balances he 
threatened to suspend meat shipments to Britain—so inaugurating a new 
method of ‘‘ pressure ’’ which was to be repeatedly employed henceforth. 

Relations between the parties grew more and more strained. Sir Wilfrid 
Eady had to deny that he had described Argentina's attitude to his mission 
as one of “cold hostility’. Nevertheless, the Argentinians brought social 
boycotting into play and, finally “ insulted and browbeaten ” (as a London 
paper put it), the Mission ordered its plane to stand by for departure. Then 
in a moment all was changed. Miranda vielded, Whitehall modified its instruc- 
tions on the sterling balances, and on September 7, after ten weeks of negotia- 
tion, an agreement was concluded covering in principle the settlement of the 
balances and the sale to Argentina of the British-owned railways, and fixing 
the price of meat shipments at at least 45 per cent. above the 1939 level. 

For Britain it was a good bargain. In the light of after events probably it 
was too good a bargain—even at the time it was so unpopular in Argentina 
that British employees in the meat plants were exposed to assaults. 


THE ANDES AGREEMENT 
A period of comparative calm followed, rudely broken by the sterling 
‘ convertibility crisis ’’ of August, 1947, which, of course, entailed new restric- 
tions on Argentina’s sterling earnings. Her immediate response was to ban 
the export of tinned meat to Britain. Miranda at first denied that this was 
done “‘ to bring Britain to heel ” and that the ban was to be extended to other 
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foodstuffs. But he complained of not having been consulted on the suspension 
of convertibility. That was “shabby treatment’’. Britain was trying to 
“ stick Argentina with worthless sterling”. He would have no further dealings 
with her until sterling convertibility and the railways and other outstanding 
issues were settled. He didn’t worry about British reprisals. ‘“‘ Britain must 
eat and she will come to heel quickly enough when she finds supplies stopped.” 
He could sell his meat elsewhere “ at dviaile the price ’ 

However, negotiations were resumed and after forty sessions and four 
suspensions lasting altogether nine weeks, the Andes Pact was signed on 
February 12, 1948. Under this Argentina agreed to send to Britain 400,000 
tons of beef, together with maize and other goods, while Britain undertook to 
send in return stated quantities of coal, steel, petrol, chemicals and machinery. 
Britain sold to Argentina her citizens’ holdings in the Argentine railways for 
{150 millions, roughly the amount of Argentina’s sterling balances, and she 
made Argentina an advance payment of {100 millions on the meat exports 
plus a single cash payment of £10 millions in order to stimulate production. 

Everything, it appeared, had been tied up satisfactorily. But trouble was 
soon raising its head again. The Argentine estancieros were dissatisfied with 
the price they were getting from 1.A.P.1. and by August meat shipments were 
falling into arrear. The Argentine Minister of Agriculture exclaimed that 
Argentina had done its share towards the “ rehabilitation’ of Britain and 
“would have to readjust meat prices in the light of present conditions ”’. 
Argentina began to sell her better quality meat to the Continent at higher 
prices than Britain was paying. By December the shortfall of deliveries was 
causing concern here. Diplomacy was called in to try its hand at effecting an 
improvement. The Brjtish Ambassador in Buenos Aires made complaints to 
Miranda. In London Mr. Bevin spoke to the Argentine Ambassador about the 
shortfalls. Miranda said that it was the drought which had caused the trouble 
-and offered us our money back! In the British newspapers the word 
‘blackmail ’’, to be adopted later by a Minister of Food, was used. 


THE 1949 NEGOTIATIONS 


To suggest that these shortfalls of delivery were deliberate on Argentina’s 
part would be unfair. (Not indeed, as this record shows, that either side was 
or is above “sending over a fast one”’ in the matter of scheduled deliveries !) 
Miranda was largely a victim of his, or President Peron’s, general economic 
policy, just as the British Gov ernment was to no small extent fettered in its 
bargaining by its social policy and “ cost-of-living ’’ commitments. 

Miranda, during his three years of ascendancy, 1946 to 1949, was swayed 
by an ambition to industrialize his country. Workers were attracted from 
the estancias to the towns by high wages and general inflationism. The 
estancieros were squeezed, directly by the I.A.P.I.’s interception of part of the 
purchase price of their products and indirectly by the operation of a discrimina- 
tory exchange rate structure. They were prevented from producing more by 
the depletion of their labour force and deprived of the incentive to produce 
more by Miranda’s financial jugglery—while meanwhile their displaced workers 
migrated to the towns and were consuming a bigger share of their produce. 

In January, 1949, new talks began on the renewal of the meat contract. 
Mr. Strachey, then Minister of Food, said: ‘‘ We are entering negotiations with 
the Argentine Government with regard to meat. We are practically always 
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entering or conducting such negotiations ’’. At this point, Miranda, “ tough 
hombre” or ‘‘economic toreador ”’ (according to taste), fell from power—and 
embarrassed his successor by taking his official papers with him. Preliminary 
soundings indicated that Buenos Aires was opening its mouth very wide in 
the matter of prices. Mr. Bevin made “ severe and direct representations ”’ to 
the Argentine Ambassador. 

A joint Board of Trade—Ministry of Food-Bank of England mission set out 
to reinforce Sir John Balfour, our Ambassador at Buenos Aires, in the actual 
talks for the renewa] of the Andes Agreement. It was to be a “ get tough” 
mission to tell President Peron that. rather than pay a blackmail price fee it 
we would dispense with Argentine meat altogether. It had a “* cold welcome ” 
in Buenos Aires. Only one minister, a junior one, attended Sir John Balfour's 
official reception in its honour. The Finance Minister postponed the opening 
of negotiations. He said he was “ too busy "’, and we said that he was hoping 
to force us to cut the meat ration again and so strengthen his hand. 

In March the talks were deadlocked on _the question of convertibility of 
the sterling payments. Mr. Strachey said, ““ We shall come to no agreement 
if the Argentine Government fails to live up to contracts and asks extortionate 
prices ’’. The Argentines were asking double the Andes price not only for new 
shipments but for the shipments undelivered under the Andes Agreement. 

But through April and May the talks were kept alive with offer and counter- 
offer, rejection and counter-rejection. At last, in June, a new Anglo-Argentine 
Trade Agreement was reached. The price agreed for meat was {£97 10s. per 
ton. The Andes Pact price had not been disclosed but was said to be around 
£76. In the Argentine Britain was thought to have driven too hard a bargain. 
Fee ‘ling ran high when the Agreement was debated in Parliament—one deputy 
had to be restrained from drawing his revolver. 

Then in September came sterling devaluation, pouring more fuel on the 
flames. Argentina at once claimed that the 1949 agreement entitled her to a 
corresponding increase in the meat price. Britain was scandalized and refused. 
Press campaigns flared up. “ If Brit in can't afford to pay a proper price for 
meat,’’ said one Argentine paper, “let her eat lentils and fish.’ 

Negotiations for the renewal of the I949 Agreement were fixed to begin 
in March, 1950. Even before their formal opening they were called off by 
President Peron who demanded to know what Mr. Maurice Webb had meant 
when he had used the word “ blackmail ’”’ (in the Commons on March 23) in 
reference to Argentine meat. Mr. Webb hastily climbed down and the talks 
began. Argentina demanded an increase of the £97 Ios. to £140 a ton to com- 
pensate for devaluation. Britain offered {90. Neither side would budge. In 
June Argentina suspended shipments to Britain. But the talks dragged on 
through the summer and autumn. Finally, in January of this year, they were 
broken off completely—to the accompanime nt of outbursts of temper on both 
sides. Dr. Hogan, the Argentine Ambassador in London, referred satirically 
to Britain’s preference for eating “‘ vermin ”’ (his allusion was to the high prices 
being paid for rabbits) rather than good Argentine beef. Mr. Maurice Webb, 
the Minister of Food, in defending the cut in the meat ration to 8d. claimed 
that “the great and proud country of Great Britain’’ must be ready “ to 
stand up to Argentina ”’ 

Once again common sense took charge as tempers cooled. Both sides agreed 
in February to re-open negotiations and a British delegation set out for Buenos 
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Aires on the 27th of that month. Simultaneously with its setting out it was 
announced that Britain was forced to cut her shipments of tinplate fixed under 
the 1949 agreement at 7,500 tons a year, to 4,500 tons. Pressure? Well, 
Britain is very short of tinplate for her own home canning and other needs. 
She might, said Mr. Webb, have taken the ste p of curtailing Argentina’s quota 
earlier but she did not want to take the “‘ provocative step ’’ of breaking the 
agreement—even though Argentina had broken it first—until absolutely 
necessary. It became, apparently, “ absolutely necessary ’’ to do it on the 
very day that our mission left by air for Buenos Aires. 

However, negotiations have been renewed and—-at the moment of writing 
-the debate continues. 


THE MORAL 


The moral of a documentary should be left to the audience to draw for 
themselves. But perhaps a few words of not too judicial summing up may help. 

What stands out through the whole of this episode is that there can never 
be a straightforward bargain as between willing buyer and willing seller. Con- 
siderations of political power and national prestige are imported at once into 
any. set of negotiations. Bargains, moreover, always take on an element of 
barter. Meat is traded against railways or tinplate. A bargain is never really 
closed. If one side is thought, or feels itself, to have got the worst of it in one 
set of negotiations, it always tries to get back at the other side by extorting 
some ex post facto payment in respect of a past contract or defaulting on its 
contract or else putting some cunning rod in pickle for use at the next set of 
talks. Almost any chicanery is justified in the sacred name of the “ public 
interest ’’. The standards of fair dealing observed by high-class private firms 
would be regarded as economic sabotage if practised by Governments, 

As to the prices secured respectively by private trade and Government 
bulk-trading, experience provides no sufficient criterion for judging whether 
in the long run buyers or sellers get the best of it. Both sides affirm that they 
can get better prices by bulk buying or bulk selling, as the case may be, and 
both sides obviously cannot be right. In any case there is great difficulty in 
view of the complexity of the bargains in deciding what is the true price paid 
for any of the individual articles traded. 

One thing that seems fairly clear is that, contrary to the claims advanced 
by the proponents of bulk buying (and no doubt by the proponents of bulk 
selling, too), prices are hable to more abrupt, if not bigger, fluctuations than 
in the open market, which discounts every new factor as it develops and does 
not allow them to pile up into a new “ crisis before a price can be altered. 
Finally, of course, quality goes by the board when meat or bacon or tea are 
treated as purely statistical entities, when producers have their produce thrown 
into a common pool and by devious exchange devices are cheated of their fair 
recompense and when retailers have no power of selecting or rejecting what 
is given them to sell. 

When international trade has developed into a kind of organized gangsterism 
it is difficult to know what reforms one can suggest. Ending the present system, 
rather than mending, is called for. But where is the power that can sweep the 
rival gangs of roughs from the market places of the world ? 


EI 
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The Irish Banks’ Salary Problem 
By G. A. Duncan 


(Professor of Political Economy, University of Dublin) 


N December 23, 1950, the Irish Republic was engulfed in a bank strike, 
CO) niet was not settled until the end of February, 1951. Although work 
was resumed on February 26, the arrears have not yet been fully over- 
taken; customers have still not received their end-year statements, not all th: 
banks have yet published their annual accounts, and the Central Bank has not 
vet been able to publish its statement for the December quarter. 
The strike has been remarkable in a number of ways. Not many years ago 
a strike of bank officials would have been regarded as inconceivable, and 
perhaps is still so regarded in Great Britain. In Northern Ireland, however, 
there was a bank strike in 1946, and the recent strike, which was confined to 
the Republic, was therefore not wholly a novelty to Irishmen. In the smaller 
compass of this island the two sides of the banking industry are more tightly 
organized. The Irish Bank Officials’ Association comprises practically every 
bank official in the island, except a few “ exempted officials '’, who occupy 
posts of special confidence. Since 1948 the Association has been organized on 
a‘ war’ footing, facing the Irish Banks’ Joint Committee, which includes all 
the joimt-stock commercial banks practising in Ireland. The Association and 
the Committee both cover the whole of Ireland, and, though the processes of 
negotiation in North and South are distinct, a settlement of any dispute arrived 
at in the one will be almost certainly applied in the other, after allowance has 
been made for differences of taxation, and the like. Given the liability of 
officials to transfer from one area to the other (and transfers are quite essential 
for the proper administration of the banks), a close approximation to uniformity 
on both sides of the border is inevitable. Ireland has, then, and has had for 
30 years, a situation very different from that in England or Scotland, where 
the National Union of Bank Employees has nothing approaching a closed 
shop and where there is no equivalent to the I.B.J.C. on the employers’ side. 
Since I1g1g the salaries and working conditions in the banking industry 
in Ireland have been governed by island-wide agreements between the [.B.0.A. 
ind the 1.B.J].C., but these agreements have covered only a part of the remu- 
neration of officials. Irish bank salaries are made up of five distinct elements: 

(a) A basic scale for all officials, irrespective of post or promotion, depend- 
ing on years of service. 

(6) A rank allowance for those promoted to the positions of teller, 
accountant or manager, with compensatory allowances for those 
who have been held back by the block in promotion that has 
appeared since the 1920s. 

(c) A cost-of-living bonus calculated on the total of (a) and (4). 

(d) Over-scale payments. 

(e) Cash bonuses. 


Of these, (a), (4) and (d@) enter into pension calculations. This list immediately 
shows up the difficulty of comparison with Great Britain. In Britain the basic 
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salary scales (corresponding to (a) above) are not identical in all banks and 
are in each case unilaterally determined, while the othe: factors in remunera- 
tion ( (b) to (e) above) are represented by a much wider and freer use of discre- - 
tionary over-scale payments. A really accurate comparison of bank employees 
total remuneration in Ireland and Great Britain is therefore quite impossible 
without much fuller information than is publicly available. 


RANGE OF SALARIES IN IRELAND 

Nevertheless, the Irish basic scale, which dates from 1919, has always been 
higher than any of the partial scales operative in England. The 1919 agreement 
fixed the initial salary for both male and female offici: ils, aged 18 years and 
upwards, at {100; the male scale rose to {450 after 21 years and the female to 
{190 after 13 years, all free of income tax. In 1934 the losses of the great 
depression (and the ‘‘ economic war” with England) caused a sharp revision 
in the scale applicable to new entrants; the maximum was reduced to £300 
(still tax-free) after 17 years. A new agreement between the I.B.0.A. and 
LB.J.C. was signed in 1941, and, after arbitration, new scales were laid down. 
For male staff engaged before 1934, the maximum was fixed at £525, subject 
to income tax, after 21 years’ service; while for entrants in 1934 and subse- 
quently there were separate maxima of £330 (clerical), £395 (cashiers) and 
{525 (accountants), and a maximum of £200, after 13 years, for female staff. 
The strike of 1946 in Northern Ireland led to the establishment of new scales, 
and under the 1945 agreement the distinctions between pre- and post-1934 
entrants and between grades of the latter were swept away. The new basic 
scale began at {180 and went up to £645 in 21 years for males, and ranged from 
£170 to £350 (in 17 years) for females. These scales were submitted to arbitra- 
tion in 1949, and new scales were substituted—f190 to {645 after 20 years’ 
service for males, and {180 to £375 after 17 years’ service for females. The 
female scale was again submitted to arbitration in 1950 and a further increase 
to {190—£400 (after 19 years) was then secured. 

This last award was accepted by the Association only very shortly before 
it called the recent strike. The strike started after the banks rejected a claim 
for a scale of £220 to {880 (after 20 years) for men, and £220 to £550 (after 
20 years) for women. ‘On February 8, 1951, the arbitrators recommended a 
scale of {190 to {700 for men and one of £190 to {410 after 20 years for women. 
These scales have been accepted on a ballot by the Association; it is rumoured 
that the considerable minority against acceptance was largely made up of 
female officials, who got less from the arbitrators’ award than the banks had 
finally offered. 

It would be tedious to recount the variations in the cost-of-living bonuses 
that were attached to previous basic scales. This bonus has really ceased to 
be based on the cost of living. Its importance lies in the fact that it is non- 
pensionable. The present award carries such a bonus at the rate of 10 per 
cent. of the basic salary at the lower end of the scale and 15 per cent. at the 
higher for men, and 7 74 per cent. and ro per cent. respectively for women. 
This inversion of the “asual relationship between salary and bonus is note- 
worthy, and is a partial effort to correct the tendency, all too obvious in recent 
years, to placate the lower-paid ranks at the expense of the higher. 

A recurrent cause of friction between the banks and their employees, under 
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the surface rather than in the open, has been the block in promotion caused 
by the over-optimistic expansion in the 1920s, followed by the contraction 
in the 1930s. This was met by a system of non-pensionable “ compensatory 
allowances " paid to clerks of certain seniority who failed to secure promotion 
as tellers or cashiers, tellers who were not promoted to accountants’ posts, 
and accountants for whom no managership was available. The effect of the 
latest award appears to be that all of these allowances are eliminated (or rather 
absorbed in higher basic scales) except a £25 allowance for clerks who are in 
their 21st and subse quent years of service but have failed to secure promotion, 

It is important to remember that only about one-third of the male staff, 
but practically all of the female staff, is dependent upon the basic scale alone. 
Two-thirds of the male staff receive in addition some form of “‘ charge pay 
The basic element here is the ‘“ Rank Allowance "’ paid to cashiers, accountants 
and managers. These allowances, which are pensionable, were fixed in 1948 
at £50, £75 and {100 respectively (managers being provided also with a bank 
house or an allowance in lieu thereof). These were all submitted to arbitration 
in 1950, but the arbitrators had not completed their award when the strike 
was called. As soon as the parties came to negotiation again, the arbitrators 
presented their award. This award, which recommended the differentiation of 
tellers and accountants into grades of responsibility, and corresponding varia- 
tions of remuneration, was put aside in the larger arbitration that followed. 
This left the rank allowances unchanged, but, as noted already, eliminated the 
compensatory allowances for non-promoted tellers and accountants. 

The upshot is that a clerk in his 21st vear of service will get £830, a cashier 
£855, an accountant {880 and a manager {905 (f/its house or allowance). A 
woman official's maximum on the scale will be £451. It has always been 
common ground between the parties that cash bonuses and over-scale payments 
(for special merit or specially responsible positions) are not a matter for negotia- 
tion, but are matters of confidence and discretion for each bank in organizing 
its own staff. They are, nevertheless, always looming in the background of 
any dispute. There can be no doubt, for exé ample, that the continuous exten- 
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sion and raising of negotiated general scales in Ireland has reduced the scope 
of these discretionary payments in comparison with Great Britain. It is 
probable that a further contraction will result from the latest award. In 
practice, few p< ople now receive over-scale payments except branch managers. 
Here, too, there is an under-current of unrest and ill-feeling. The banks differ 
widely among themselves in the freedom and generosity with which they 
recognize the work of their officials, and comparisons are naturally made, 
frequently with the implication that it is not just inability to pay that makes 
some banks less generous than their fellows. This was, indeed, a part of the 
Association's claim for a trebling of the Rank Allowance paid to managers. 


How CAN THE [RISH BANKS AFFORD IT ? 


In the absence of practically all the relevant information, it is not easy 
to assess the significance of these scales and changes in scales. The practical 
impossibility of fair comparison with remuneration elsewhere in the British 
[sles has already been mentioned, but it is highly probable that, unless in 
England and Scotland over-scale allowances are granted to all ranks with a 
freedom that seems scarcely likely, the level of remuneration at every step is 
significantly higher in Ireland. This is a bit odd in itself, but not so unusual 
as it sounds. The Irish Republic is indeed much poorer than its neighbours 
and kin in Great Britain, but this relative poverty is by no means evenly 
spread over the whole population. Certain “ sheltered ’’ sections are in 
monetary terms better off than their opposite numbers in Northern Ireland, 
Scotland, Wales and England, while the “ unsheltered ”’ groups are much worse 
off. For example, many kinds of skilled or semi-skilled factory labour are 
sheltered by high protection and a quasi-monopoly position; farmers, un- 
skilled labour, teachers and University staffs have been unsheltered. Of course, 
sheltered and unsheltered alike carry their share of real poverty represented 
by high prices, but the former have been able to protect themselves to some 
degree at any rate against these prices (such things as iron ware are very 
expensive in Ireland), while the latter have had to carry the full brunt. The 
bank clerks have come in the comparatively sheltered group, partly from the 
strength of their organization and partly from the earning-capacity of their 
industry, which is itself not exposed to any external competition. When all 
allowance is made for the difficulties of comparison, it is hard to avoid the 
conclusion that Irish bank clerks have succeeded in putting themselves in a 
position that is more than favourable in comparison with, say, University staffs 
or school teachers or people doing comparable work in the Republican Civil 
Service or in other commercial employ ment. 

The question then naturally arises how the Irish banks can stand the pace, 
although it is perhaps a bit early to feel sure that they can. Again, the full 
facts are lacking. To form any kind of intelligent judgment, one would need 
to know, on the one hand, the net operating revenue of the Irish banks, and, 
on the other, their operating expenses before and after the recent award. 
Published profits, of course, are not an adequate guide; the calculation of 
“profit ’’ in a business so overwhelmingly affected by changes in capital 
values (including bad debts) is notoriously tricky and unsatisfactory. Whatever 
their motives, the I.B.J.C. was entirely justified in refusing to argue the 
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1.B.0.A.’s claim on grounds of “ ability to pay ” as measured by published 
profits. 

The only figures available for estimation of the net operating revenue of 
the banks are set down in the accompanying table, which shows, for all banks 
practising in the Irish Republic, the growth in assets between 1939 and the 
September quarter of 1950 (the latest quarter for which figures are available). 
lhe banks’ earning assets, it will be seen, have more than doubled as a result 
of war and inflation, but it does not follow at all that even their crude gross 
earning capacity (i.e. without making allowance for capiti il gains and losses, 
realized or on paper) has increased in the same proportion. That depends 
entirely on the dates at which the securities now constituting their portfolios 
were purchased and on the ratios between their nominal yields and the values 
at which they are entered in the banks’ balance sheets. Almost certainly the 
1950 picture is prejudiced in comparison with the 1939 one by this circum- 
stance, so that the value in terms of income of any given asset is bound to be 
less at the later date. Against this, of course, the banks may enjoy more 
‘commission income ’’ earned from income tax, trustee and executor, foreign 
exchange and similar business (insurance commissions are normally a perquisite 
of the br: inch managers in Ireland). There is also the service charge on each 


ASSETS IN BANKS PRACTISING IN JRISH REPUBLIC 


{ millions 
1939 1950 (Sept.) 
t. Premises, Cash, Balances .. a a . ; “is 17.0 48.4 
2. Money at Call and Short Notice, and Other Assets oa “ie 13.0 34.6 
3. Bills (non-Government), Loans, Advances ; a 78.5 139.5 
j. Bills (Government), Investments .. “a i 80.6 176.3 
5. Total earning assets (2 -} 3 ay si ‘ ; in 172.1 350.7 





current account (raised since 1948 to Ios. 6d. per half-year per 50 transactions) 

-but again no information about the increase in earnings this has generated is 
available. An informed guess, however, might put ‘the “crude operating 
revenue "’ of Irish banks at {6-7 millions in 1939 and £11-12 millions in 1950. 

How much of this goes in crude operating expenses, including staff pay- 
ments ? And how far will the recent award increase this drain ? No exact 
answer can be given. The last publicly available figure is that provided by the 
Irish Banks’ Standing Committee for the Banking Commission, 1934-38. 
Total salaries paid, free of income tax, rose from £1,329,000 in 1929 to£1,536,000 
in 1934. Allowing for the inclusion of tax, the raising of scales and the higher 
average age of staff, one can make a rough estimate that in 1950 the salary 
bill on the 1919 basis would have been about {2 millions, on the 1948 basis 
about £4 millions, and on the 1951 basis about £4,400,000. 

There is admittedly a large margin of error in such rough calculations, but 
their relative magnitude is significant. It must be remembered that they do 
not include pensions, liability for which is a growing worry. If pensions are 
included in the above estimates, it seems pr« »bable that from two-fifths to a 
half of the crude operating revenue of the Republican banks goes to meet staf 
salaries. The proportion of the net operating revenue (i.e. after providing for 
capital fluctuations) that goes to meet staff payments must be even greater. 
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Phis does not Jeave very much over to meet working expenses, depositors 

interest and dividends. Even if the banks pare the effects of the latest award 
away as far as they can by minimizing cash bonuses and over-scale payments, 
the net addition to salary charges this year (estimated at about £400,000 
above) must make an inroad into profits that will be significant in relation to 
dividends paid. When all the accounts appear, total ‘“‘ profits ’’ for 1950 will 
be about {1,100,000 and dividends distributed about £725,000. In addition, 
there is the perennial threat to bank earnings represented by the reiterated 
demands of politicians and others that the “‘ nation’s funds ’’ now invested in 
‘ English stocks ” should be brought back and ploughed into Irish development. 


ECONOMIES AHEAD ? 


It seems inevitable from all this that economy of operation will be more 
than ever forced on the Irish banks and that consideration may have to be 
viven to passing on increased charges to the public. Only two lines of economy 
present themselves: The first is elimination of branches, whether by amalgama- 
tion of banks or by non-competing agreements; and the second is substitution 
of women and machines for male clerks. It can hardly be doubted that in 
mere self-defence the Irish banks, particularly the smaller ones (which have 
often been the most generous to their employees), will be driven back on 
economies such as these; if so, the I.B.0.A. will have succeeded in lifting the 
general scale at the expense of promotion. It should be pointed out, in passing, 
that Ireland is ‘“‘ over-banked ”’ in relation not so much to population as to 
volume of business. Rationalization could therefore eliminate numerous 
“marginal ’’ branches without removal of competition. As for increasing 
charges to the public, this would have to take the form either of reduced 
interest on deposits, or of increased service charges and overdraft rates together 
with diminished facilities. It can be argued, too, that bank officials should 
not get any “ trade discount ” 

An easy way out of the 1 impasse, of course, would be to cut dividends. It 
is to be hoped that the Republican banks will not have recourse to this expe- 
dient. They are required by every consideration of social justice to recognize 
that the present dividend distribution of about £725,000 represents a re duction 
by more than one-half below pre-war Jevels in the real income of those dependent 
on these distributions—widows and orphans included. 

To sum up: The Irish banks are now called upon to maintain their tradi- 
tional standards and functions, including the encouragement of thrift (in face 
of all official discouragement) by the offer of interest in competition with the 
subsidized Post Office Savings Bank and Savings Certificates. But they are 
also being called upon to make payment of salaries not on a competitive but 
on an exemplary scale, and to repatriate assets from abroad into native 
protected ‘‘ assembly " industries—regardless of loss. It should be openly 
recognized that these aims are self-contradictory. The banks would be well 
advised to cultivate “ public relations ” more deliberately to bring this home 
to the people. 
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America’s Economic Mobilization 
By a New York Correspondent 






sweeping changes in its economic organization. These changes inevitably 

have some air of groping in the dark about them for there are three major 
unknown factors that bedevil any attempt to assess the task of—and therefore 
the most desirable organisational structure for—the new ‘“ mobilization ’ 
authorities. 

The first unknown is how far production can be expanded. The record of 
the American free enterprise economy in World War II and in the production 
boom that followed it has almost assumed the stature of a legend—and current 
production is continuing to live up to it. Even before Korea the physical 

volume of production Was running at a level twice that of 1935-39; it has 
since shown a gain of some 10 per cent., with most of the defence output yet 
to come. The second unknown factor is the ultimate cost of the defence 
effort. Nobody knows how long the present state of half-peace will last—or 
what it will turn into. The major objective at the moment is to retool defence 
industry and thus provide not only a reservoir of munitions, but an arsenal 
to keep them flowing, if and when needed; in the same way it is necessary 
to train military man-power, and to keep it ready, if and where needed. These 
‘ifs’ and “ whens” obviously make it impossible to assess the exact strain 
to be imposed on the balancing factor in the equation, which is the civilian 
economy. The extent to which civilian consumption has to be cut will depend 
upon how responsive the over-all productive mechanism is to the thrust of the 
defence programme and on how much of industry’s increased output will 
actually be required for the defence of America and her Allies. 

The task of the economic mobilization programme is to keep these com- 
ponents in reasonable balance and in line with the requirements of a changing 
world situation. This problem existed te some extent even before Korea. 
The Economic Co-operation Administration and the stockpiling programme 
for critical materials, for example, were facets of the same picture, although 
they were not big enough in themselves to impose any real strain on the 
civilian sector of the economy, and their cost was reasonably predictable. 
From time to time even before Korea, however, the President and the Council 
of Economic Advisers had asked for standby controls of the typé used in 
World War II and argued that it was necessary to clamp down possible infla- 
tionary pressures, primarily through price and credit regulations. The enlarge- 
ment of the defence programme after the outbreak of war in Korea merely 
intensified the problem, but in so doing it made new legislation for “ mobiliza- 
tion ’’ inevitable. 

On September 8, therefore, less than three months after hostilities broke 
out in the East, the Defence Production Act of 1950 became law. This legisla- 
tion was concerned with three major economic problems: the development 
and implementation of the defence programme, the stabilization of the economy 
through direct controls, and the revival and broadening of credit controls. 
The organization to deal with these problems was established by executive 


T sxe first nine months of America’s intensified defence effort have brought 
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order of the President. The new powers of credit controls were delegated to 
existing agencies, the Board of Governors of the Federal Reserve System and 
the Housing and Home Finance Agency. As in World War II, the Federal 
Reserve was given authority to regulate consumer credit terms and to esti ib- 
lish new minima for down payments, and new maxima for the length of 
maturity, on instalment contracts. The Federal Reserve was also granted the 
authority to regulate terms on mortgages for new construction not using 
Federal credit facilities; similar authority was extended to the Housing and 
Home Finance Agency for new home mortgages involving Federal financing. 
These powers were immediately exercised. 


THE DEFENCE PRODUCTION ACT AND CREDIT CONTROLS 


The new instalment credit controls offered no serious problem because the 
Federal Reserve already had a decade of experience in their application, and, 
in anv case, it is always easier to organize indirect controls of this sort than 
it is to interfere directly with production. By making terms of down payment 
and maturities on instalment contracts more strict, it was hoped that the use 
of consumer credit in the purchase of durable goods would be lessened, and 
that demand for these goods would be sensibly cut. This was an important 
objective, for the rate of consumer buying of automobiles, television sets, and 
appliances had risen sharply during the summer and the higher level of produc- 
tion in these industries was drawing heavily upon just the sort of resources 
that might be needed for defence orders. At the same time, new home con- 
struction was proceeding at an unprecedentedly high rate. The effects of a 
building boom are pervasive. It draws upon resources of the materials indus- 
tries. It creates additional demand for ‘‘ hard ’’ consumer goods, such as 
furniture and refrigerators. It tends to lead to the enlargement of many public 
services, such as new roads, hospitals, schools and other facilities in newly 
developed areas. The Government had therefore good reason to believe that 
if the new mortgage terms established in October cut the volume of new 
housing starts by one-third (as was anticipated), beneficial effects would soon 
be shown across a broad section of the economy. 

Unfortunately the effect of these credit controls on demand has not been 
as great as was expected. Although the imposition of new instalment credit 
terms by the Federal Reserve in October brought a wave of protest from 
groups that foresaw their businesses threatened, and although some initial 
readjustments to the regulation occurred, there has been no significant diminu- 
tion in production of major lines. Demand for durable goods of this sort is 
still fortified by the tremendous volume of liquid assets that were accumu- 
lated during the war. In housing, too, the response has been most disappoint- 
ing; new housing starts moved up to a most unexpected record level in the 
normally slow winter period. This experience has led the economic mobilizers 
to place increasing reliance upon direct controls. 

In addition to the authorization of credit controls, there were two other 
ways in which the Defence Production Act affected credit arrangements. In 
the first place, it provided for revival of the loan guarantee programme, through 
which a producer with a defence contract could secure whatever credit he 
might require to fill the order, This is in effect a renewal of the old V-Loan 
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programme, Whereby the procurement services used to guarantee the repay- 
ment of a loan made by a bank to the producer. The plan is being administered 
through the Federal Reserve Banks as guaranteeing agents for the services. 
Thus far, however, the guarantee provisions have not been extensively used, 
because credit requirements of the defence producers have been small and 
normal banking arrangements have been readily available. 

Finally, the Defence Production Act also made provisions whereby certain 
voluntary agreements between businesses could be freed from the threat of 
anti-trust proceedings. The President delegated authority over financing 
agreements of this sort to the Board of Governors of the Federal Reserve 
System. The purpose of this provision was to permit banks, insurance com- 
panies, investment bankers and other sources of capital and credit to enter 
into agreements to prevent the expansion of credit for non-essential uses. In 
effect, it was intended to ease the natural forces of competition in the granting 
of credit. A committee has been formed, under the auspices of the Federal 
Reserve, to set out a statement of principles by which lenders and investment 
stitutions can be guided in appraising credit needs, and it is possible that 
an organizational framework will be established through which important 
requests for funds from industry might be screened. Deliberations on these 
points, however, are still in the planning stage, although almost six months 
have elapsed since authority for them was created under the law. 



















DirEcT CONTROLS UNDER THE ACT. 

So much for the—as yet largely unsuccessful—credit controls made possible 
by the Defence Production Act of September, 1950. What now of the direct 
controls that it introduced for the implementation of production for the defence 
programme and for the stabilization of the economy ? 

It was apparently intended in September that these two sorts of direct 
control should be handled separately. The executive order issued by the 
President the day after the enactment of the law established an Economic 
Stabilization Agency as an independent body to handle price and wage controls. 
This Agency was charged with the responsibility of preserving and maintaining 
stabilization of the economy—a task that involved, among other things, the 
development of price and wage freezing measures. The Agency was set up 
under an Economic Stabilization Administrator, under whom were a Director 
of Price Stabilization and a Wage Stabilization Board. The latter was made 
up of nine members—three each from the Government, labour and industry. 
Its job was to make recommendations to the Administrator about the planning 
and development of wage stabilization policies. This organization, as will be 
shown later, has run into stormy seas. 

Direct controls over production, as distinct from those to secure “‘ stabiliza- 
tion,” were scattered broadcast among existing Government departments in 
this initial pe riod. For example, the powers given by the Act to the President 
over priorities and allocations were delegated to the Department of the Interior 
as far as petroleum, gas, solid fuels and electric power were concerned; the 
Secretary of Agriculture was delegated those relating to food, farm equipment 
and fertilizers; and the Interstate Commerce Commission those relating to 
domestic transportation. Jurisdiction over all other materials and facilities 
was given to the Department of Commerce. Finally, the various independent 
. organizations, including the Economic Stabilization Agency and the financing 
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agencies mentioned earlier, were co-ordinated under the Chairman of the 
National Resources Planning Board. 

One other very important body was created at this time. It will be seen 
that the chief role in the implementation of the production programme fell 
to the Department of Commerce under this first “‘ mobilization’ plan. The 
Secretary of this Department created the National Production Authority to 
help him in this task. It was laid down that this organization would determine 
the requirements for industrial resources for defence, civilian, foreign and 
other purposes and would be responsible for the programmes of priorities, 
allocations, inventory regulation, and so on, needed to meet those requirements. 
It thus became the key agency for expediting defence production. 


NEW Broom IN DECEMBER 

The organization established in September had hardly begun to function 
when sweeping changes were introduced in mid-December. The President 
proclaimed a state of national emergency and placed the economy on what 
might be described as a modified war-time basis. The decentralized form of 
organization, under which defence powers had been dispersed among the 
various Government departments, was abandoned in favour of a new agency— 
the Office of Defence Mobilization. The President of the General Electric 
Company, Mr. Charles E. Wilsqn, was appointed as its Director. 

Mr. Wilson has been described as the “Assistant President ’’, for he is 
responsible only to Mr. Truman. He is in charge of all mobilization activities, 
and all other mobilization organizations report to him. It is his responsibility 
to set policy and to see that it is carried out. Even the Economic Stabilization 
Agency, which had previously been an independent agency, now comes under 
his control, together with its own satellites, the Office of Price Stabilization 
and the Wage Stabilization Board. 

Soon after these powers were centralized in Mr. Wilson’s hands, the nine 
man Wage Stabilization Board ran into trouble. The Board recommended a 
freeze of wages, with an allowance of ro per cent. above the level of January 15, 
1950. In other words, it recommended that any wage increases granted 
between that date and the present time should be valid, but that any increases 
from now on should be granted only if they did not push wages higher than 
10 per cent. above the January, 1950, level. The Board also recommended the 
invalidation of the so-called “ escalator’’ or “ cost-of-living’ provisions in 
contracts if those provisions would extend Wage rates beyond the Io per cent. 
margin, and it sought to include so-called “ fringe ’’ benefits, such as pensions, 
in the 10 per cent. The recommendations were passed on to Mr. Eric Johnston, 
Economic Stabilization Administrator, for approval. 

It then became known that the three labour members of the Wage Stabiliza- 
tion Board objected strenuously to the proposals, which had been ‘passed only 
by the majority vote of the public and industry members on the Board. The 
labour members have now resigned, so that the Board is no longer able to 
function. Organized labour is aggrieved not only about the question of wages, 
but also about its relatively small réle in the whole defence organization. It 
has made no secret of its dislike of Mr. Wilson and his business-men associates. 
In protest against this a United Labour Policy Committee—composed of the 
top men in the Unions—has been formed and labour’s advisers to other defence 
agencies have resigned. Mr. Johnston has now recommended that the proposed 
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wage freeze should be modified, and concessions made to the Unions about 
escalator clauses and fringe benefits, but it is not yet clear whether this will 
be sufficient to bring the labour leaders back into active participation. 

Unfortunately another bone of contention has grown up through the 
appointment by Mr. Wilson of a Man-power Policy Committee. The functions 
of this committee, which the Unions believe should be under the Secretary of 
labour rather than under Mr. Wilson, are to review Federal policies, plans 
and programmes relating to man-power and formulate recommendations for 
the Director to improve their conditions and effectiveness. 


PRICE AND PRODUCTION CONTROLS 

Che other arm of the Economic Stabilization Agency is the Office of Price 
Stabilization. Its job is to deal with the second part of the wage-price spiral. 
An early attempt to produce a voluntary price control programme failed when 
motor manufacturers refused to hold the price line; these manufacturers were 
then subjected to mandatory controls, which under the law had to be accom- 
panied by wage controls. From midnight on January 25, therefore, the Office 
of Price Stabilization imposed its long-expected general freeze on prices. This 
is purely a makeshift measure, which is being modified as and when occasion 
demands. It is clear that even if the Office of Price Stabilization were adequately 
staffed to enforce price control (and it is.not so staffed) prices would 
continue to rise. The concessions made to labour over the wage freeze, lack of 
control under the Defence Production Act over ceilings for most farm products, 
the problem of import prices and other factors will maintain the inflationary 
pressures on prices, however much O.P.S. tries to play the Canute. 

The pressure on prices in the coming months will depend partly on the 
extent to which supplies to the civilian sector of the economy have to be 
reduced. Although restrictions have already been placed on the use of certain 
strategic materials and although allocation systems are widespread, industry 
has so far improvised its way over the barriers with extraordinary success. 
For example, the automotive industry continues to produce at a very high 
rate, despite the steel shortage. It is clear, however, that civilian industry is 
going to be more and more affected by the pre-emption exercised by the defence 
programme with every day that passes. It is important, therefore, that the 
controls used to divert scarce materials to the defence programme should be 
Hexible enough to give industry elbow recom to exercise its initiative. 

It is to these controls that attention must now be turned. The second major 
organization under the Office of Defence Mobilization is the Defence Production 
Administration, headed by Mr. William H. Harrison as Administrator. Mr. 
Harrison is responsible, under Mr. Wilson, for the whole defence production 
programme and has the power to formulate general policies about priorities, 
allocations, anti-hoarding regulations, requisitioning g, and voluntary marketing 
agreements. It is his job to see that materials required for the defence pro- 
gramme are channelled down through manufacturing concerns with priority 
contracts, in preference to those serving the civilian market. Under the 
Defence Production Administration, for purposes of economic mobilization, 
come such agencies as the Department of Defence, which is concerned with 
development of the military programme; the Department of the Interior, 
which is concerned with fuels, power, and minerals; the Department of Agri- 
culture, which is concerned with food for industrial use; the Department of 
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Commerce’s National Production Authority, whose duties have already been 
described; and the Defence Transportation Administration. 

The most important of the Defence Production Administration’s many 
satellites is clearly the National Production Authority. It is the regulations 
of this body that have had the most far-reaching effects on the output of 
industry. The present scope of the N.P.A. might be described as the deter- 
mination of the materials requirements for defence, civilian consumption, and 
export, and the exercise of controls to minimize the impact of shortages. 
Priorities for defence needs are issued against the available output, limitations 
are placed on consumption of particular materials by civilian industry, and 
allocations are issued to plants working on defence orders. After the so-called 
priority or “‘ DO” requirements are filled, the remainder of the output is 
made available for civilian use. Another important control in the N.P.A.’s 
armoury is the restriction of inventories to what is needed for current operation. 

Examples of orders so far issued by N.P.A. include the allocation of steel 
to cargo vessels and freight cars, restrictions on rubber consumption, a ban 
on new recreational building and licensing of new commercial construction, 
restrictions on non-defence use of ccpper and aluminium, limitations on 
holdings of inventories of commodities such as cobalt. It is generally believed 
that this system of rather piecemeal controls will eventually have to give way 
to a Controlled Materials Plan, whereby the output of key materials will be 
more closely controlled from refinery to mill and through to final product. 
As the defence effort proceeds, a piecemeal priority system becomes more 
snarled as the users scramble for what is left over after essential requirements 
are filled. It is partly for this reason, and partly to increase America’s bar- 
gaining power against foreign producers that the American Government is 
taking over the rdle of sole importer of more and more scarce raw materials. 

It will be evident from this brief outline that America’s economic organiza- 
tion for defence has by no means crystallized. The lines of authority are largely 
drawn, but even here the attitude of labour suggests that changes may be 
made. The administration of price and wage controls has just begun and 
there has not been time to test their effectivene s, even as short-run expedients 
for the solution of the wage-price inflation. The question whether price controi 
can be made effective in the absence of rationing remains to be answered. 
Credit expansion continues and there are grave doubts about the effectiveness 
of the selective controls already imposed. Farm prices are under upward 
pressure, and many people believe that industrial prices cannot be kept in 
check for long while farm commodities are not subject to effective ceilings. 
The role of monetary policy is the subject of great debate, which was at its 
height when this article was written.* The réle of fiscal policy will hinge on 
the attitude that Congress finally adopts towards meeting the cost of the 
defence effort on a ‘‘ pay-as-you-go ’’ basis. 

America will have to examine all these questions as she proceeds. It will 
not be long before some of them will have a hearing before the Congress, 
which will have to consider the extension of the Defence Production Act of 
1950 before it expires on June 30, 1951. 


* This subject is discussed in an editorial note on page 173 of this issue.—Eb. 
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Trends in New York Banking 


T aaiy is always a tendency for a British observer to generalize too 





readily in any analysis of the mass of statistics that are issued at the 

end of each year by the 14,000 odd banking establishments in the United 
States. Even within a single American city such as New York there are wide 
differences between bank and bank in assets structures and in business policy; 
there is also a much more pronounced tendency to policy changes within 
separate banks than there is in this country. It may be of interest therefore to 
study the end-1950 balance sheets of major New York banks in detail and to 
examine what has been happening to their assets over the past ten years. 

The relevant statistics are set down in the accompanying table. Gross 
deposits of the twelve banks listed rose by just under $7,700 millions, or 47 
per cent., between 1940 and 1950. The table shows, however, that there was 
considerable variation between different banks in the rate of growth. Too 
much attention should not be paid to this, since at least four of the banks 
have augmented their resources through mergers in the last ten years. 

The sharp changes in assets structures over the past ten years deserve 
close attention. At the end of 1940 all the banks except the First National 
Bank (which is a small institution specializing in the handling of large accounts 
and with only about 250 employees) held more than 40 per cent. of ‘their assets 
in the form of cash: one of the listed banks, in fact, had a cash reserve ratio 
of over 60 per cent. These cash holdings were far above the obligatory reserves 
demanded by the Federal Reserve system; they were a legacy from the 
liquidity crisis of the 1930s. During the war, however, the banks’ resources 
were much more fully utilized and cash reserves fell towards the lower limits 
set by Federal Reserve requirements (then 20 per cent. against demand deposits 
and 6 per cent. against time deposits) plus ordinary till money needs. 

The most notable feature of the war years was the increase in the banks’ 
holdings of Government securities. Most of the bigger banks held just over 
30 per cent. of their assets in Government securities at the end of 1940; by 
the end of 1945 this ratio had usually risen to between 50 and 60 per cent. 
[t should be pointed out here that Government securities are a much more 
liquid asset in America than in Britain. Virtually all securities held by 
American banks have a life of less than 10 years; the average life of the 
Government securities held by the four largest New York banks at the end 
of 1950 was between I year 9 months and 2 years 2 months, and only one 
bank in the table (and that a small one) showed an average of over 5 years. 

During the war most of the banks also expanded their loans moderately; 
indeed eight of the twelve banks in the table showed a higher ratio between 
loans and total resources at the end of 1945 than at the end of 1940, Since 
the war, however, the expansion in the volume of loans has been the most 
significant feature of New York banking; all twelve banks show a much higher 
ratio between loans and total resources now than in 1945, although the rate 
of expansion has varied considerably. This rise in loans relative to total 
resources has taken place despite a rise in cash reserves, resulting from successive 
increases in Federal Reserve requirements. It follows that new bank lending 
to industry has been financed by a decrease in the relative importance of 
security holdings; the latter now bear much the same ratio to total assets 
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TRENDS IN NEW YORK BANKING 


as they did on the eve of Pearl Harbour. Mr. Snyder’s cheap money policy 
allowed the banks to finance the increase in their loans quite painlessly—by 
selling Gbvernment securities at pegged prices to the Federal Reserve. 
Although loan rates have been rising recently, they still seem rather low 
by British standards. The average rate on loans charged by the bigger banks 
in the table varied, for example, between 2.15 per cent. (Guaranty Trust) and 
3.04 per cent. (Manufacturers’ Trust), The average rate earned on Government 
securities declined fractionally in 1950; for most of the bigger banks it was 
between 1.4 and 1.6 per cent. The four largest banks showed net earnings in 
1950 that were about Io per cent. higher than in 1945 and not quite 45 per 


NEW YORK BANKS’ EXPERIENCE, 1940-50 


Gross Deposits | Cash as % of Deposits 
at end-1950 °(, Change °,, Change |- $$ $$$. 
($ millions) since 1945 since 1940 1940 1945 1950 





National City sts 5. 2 47. 21.3 28.2 
Chase National .. oa 4,8 - .2 sae Pe Ae 23.5 30.8 
Manufacturers’ Trust .. 2,582 + I. +I70, 40. 23. 31.7 
Guaranty Trust ne 2,503 — 32.2 + 3. | 43. 19. 29.2 
Bankers’ Trust ? 42. 21. 32.3 


Central Hanover dvs F -22.3 + 25, | 56. 19.8 


32 
| =. 


Chemical an .- 552 + 2, + ; 47.2 23.8 30.8 
Irving Trust “ us a ee +. 56, | 60. 21.3 33. 
Bank of Manhattan : ,212 : + 64. 47. 23.7 31. 
First National .. sa 79 N: - 28: 37.4 17.0 28. 
Public National se 3 a 1-390. 42.3 18.9 28.3 
Commercial National .. 2 5.5 1 39.2 47.2 18.8 35.9 





Loans as °, of Total 
Resources 





1940 945 1950 1940-1945 





National City .. Te 30. 55. 34. . 21.9 
Chase National .. ae at. 53.€ 30. , 21.0 
Manufacturers’ Trust .. 34.2 59.1 39. : 18.3 
Guaranty Trust 2 46.8 a 2%. : 25.2 
Bankers’ Trust .. - 40. 51. 25.1 ee .6 
Central Hanover A 30. 52.:! 37. , 8,1 
Chemical nhs as 25.2 ; 28, ; 2 
Irving Trust as aa 25. ‘ 30. : 

Bank of Manhattan... 18, ‘ 24. 8. 28.9 
First National .. ae 51. 2 54. ; -4 
Public National aa 5 59.4 25. ; 3.6 
Commercial National .. 30.5 40. 


cent. higher than in the first year of the war. Although the returns accruing 
from balance sheet items are low, the banks have gained from the utilization 
of resources that were left idle before the war and from the expansion of 
lending to industry; in addition, incomes from services and commissions have 
risen and the salary bill, for most New York banks, has remained at between 
30 and 35 per cent. of gross earnings. The fall in Government security holdings 
over the last five years means that the New York banks are now in a much 
better position to face the capital depreciation that would come from any 
unpegging of security prices. It may be, however, that some country banks 
would be seriously embarrassed by a radical retreat from cheap money. 





Where can your goods go? 


The world is wide—but economic conditions, currency 
restrictions and the like exercise a limiting effect... It is 
part of the service of the Westminster Bank to provide the 
accurate and up-to-date infornmiation on trade conditions 
which must form the background to any discussions of 
new markets and new business ventures. This facility is 
included in the wider service which the Bank offers to all 
importers and exporters and which is described in a booklet 
called The Foreign Business Service of the JVestminster 


Bank. Your nearest branch will be glad to give you a copy. 


WESTMINSTER BANK LIMITED 
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International Banking Review* 


Australia 

N analysis prepared by the Commonwealth Bank of the results, on a sampling 

basis, of Australian companies whose accounting years ended in 1950 shows 

that the companies averaged a return of about 8? per cent. on shareholders’ 
capital, nearly } per cent. more than in the previous year. Total dividends distri- 
buted were higher but at 5.7 per cent. they represented a slightly lower percentage 
of the greater funds employed. Shareholders’ funds were materially greater in 
1950 than in the preceding year, partly owing to new issues and partly owing to 
the ploughing back of profits. The amount of new capital raised by public sub- 
scription in 1950 was 490 millions compared with £57 millions in 1949. 

A survey undertaken by the National Bank of Australasia estimates the 
inflationary gap "’ in the year to June 30, 1951, at {280 millions, against {156 
millions in 1949-50. The bank estimates the overseas surplus for the current year 
at 4100 millions. With estimated net private investment of £470 millions and 
deficits of public authorities amounting to 430 millions this is expected to create a 
“ gross inflationary influence " of £600 millions. Of this, {320 millions is expected 
to be covered from private saving. 

In a statement to States Premiers on the “ conditioning "’ of the economy for 
the defence programme, the Commonwealth Premier, Mr. Menzies, has indicated 
that Federal powers over currency, trade and banking are to be used to the utmost. 
The Premier forecast stringent economic controls and reconsideration of public 
and private capital expenditure. 


Brazil 


The new vice-president of the Brazilian Price Commission has outlined the 
programme to be adopted to reduce the cost of living, This proposes that all 
prices should be frozen at end- January levels, including those of foodstuffs, com- 
modities, utilities and other services. It also provides for Government interven- 
tion on a non-profit basis in markets in food and basic materials to assure that 
adequate supplies are made available to the public and exports restricted whenever 
they are liable to deplete the home market. 


Canada 


The Minister of Finance, Mr. Abbott, has indicated that the chartered banks 
have been asked to follow a policy aimed at reducing the volume of loans and 
thereby curb credit buying. Official returns show that bank loans to the public 
rose by nearly $500 millions in 1950 to $2,651 millions. Additional credit restric- 
tions announced by the Government include the raising of “‘ down payments ”’ for 
instalment transactions to one third for all products except motor cars, where the 
proportion will be one half. 

Agreement has been reached with the United Kingdom to extinguish the unused 
balance of $65 millions of the Canadian credit, which totalled $1,250 when granted 
to the U.K. in 1946. Talks with the British authorities on the possibility of Britain 

making a final settlement under the 1946 four-year wheat contract to compensate 
Canada for an alleged under-payment in the first two years of the contract were 
not, however, successful. 


Ceylon 


The Government has raised the export duties on tea, rubber, cocoa, pepper, 
eeemoms, and citronella oil. The new duties are e me cted to bean in an additional 


* Other current international banking news is discussed ji in ‘A B ankes’ s Diary ”, ON pages 173-178. 











Wherever business 


takes you... 


It is important for you, who are in the world of 
international business, to have comprehensive banking 
facilities always at hand. Today, 4,500 of The National 
City Bank’s 11,000 employees are stationed overseas. 
Theyare experienced in international business; especially 


the trade between this country and the dollar world. 


THE NATIONAL CITY BANK OF NEW YORK 


Incorporated with limited liability under the National Ban< Act of the U.S.A.) 


HEAD OFFICE: 535 WALL STREET, NEW YORK 


LONDON OFFICES: 1t7 OLD BROAD STREET, -C. . Il WATERLOO PLACE, S.W.I 


THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


(Incorporated with Limited Liability under the Laws of the U.S.A.) 








The experience of the Chase Banking organisation, and 
its contacts throughout the United States, are at the 
disposal of all those conducting Anglo-American trade. 


The Chase Banking Organisation has Branches in: 
HAVANA, VEDADO, SAN JUAN-PORTO RICO, PANAMA, COLON, DAVID, CRISTOBAL, 
BALBOA, TOKYO, OSAKA 
41, RUE CAMBON, PARIS, FRANKFURT/MAIN, HEIDELBERG, STUTTGART 
Special Representatives in 
MEXICO CITY D.F., BUENOS AIRES, ROME, CAIRO and BOMBAY 
CORRESPONDENTS THROUGHOUT THE WORLD 
Main London Branch : 


6 LOMBARD STREET, E.C.3 
Bush House Branch : 


West End Branch 
ALDWYCH, W.C.2 51 BERKELEY SQUARE, W.! 
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Rs. 100 millions of revenue per annum. Valid existing overseas contracts have 
been exempted from the duties, provided such contracts are covered either by 
goods in possession of the shipper or by a valid contract between a shipper and 
vendor in Ceylon. 


Egypt 

A long-term agreement on the treatment of Egypt’s blocked sterling balance 
of {230 millions has been concluded with the British Government. The pact 
provides for an immediate payment to Egypt of £25 millions, of which £14 millions 
will be in convertible currency. In each of the nine years 1952-60 Egypt will have 
the right to draw {10 millions from the blocked account and a further £5 millions 
per annum up to a total of £35 millions if her current account balance falls below 
£45 millions. If at the end of ten years the {35 millions has not been drawn it will 
be released at a rate of {10 millions per annum over the three years to December 31, 
1962, with a final payment of £5 millions on July 1, 1963, if required. The remaining 
{80 millions has been described as the amount that Egypt would normally expect 
to hold in London. Another clause in the agreement provides that Britain will 
facilitate the purchase of oil products against sterling up to {11 millions per annum 
for the next ten years. 


Germany 

In an effort to help curb excessive imports, the West German Central Banking 
Council has recommended a reduction in the volume of short-term bank credits by 
at least D-marks 1,000 millions. The Council has fixed the maximum credit 
volume of the eleven State Central Banks and has ordered the banks to reduce 
total credit within these limits. Credit institutions have been warned to comply 
with the restrictive measures introduced by their State Central Banks. Failure 
to do so may lead to their being deprived of re-financing facilities with the Central 
Banking system. 

The Government's plan to restore the country’s payments position provides 
for the balancing of imports and exports within the European clearing system. 
The West German Vice-Chancellor has stated that in future imports from other 
E.P.U. countries will not be allowed to exceed $140 millions per month. The 
system of issuing import licences is being completely re-organized. 

The West German Government has been granted by the Western Powers 
greater freedom to manage its internal legislation and greater control of foreign trade 
in exchange for the acceptance of responsibility for German pre-war and post-war 
debts and a guarantee that the Western Powers shall have access to strategic raw 

materials. The acknowledgment of liability for debts includes the German Reich’s 
pre-war external debts, debts for post-war foreign aid, the debts of other corporate 
bodies subsequently to be declared Reich liabilities, and interest and charges on 
Austrian securities for the period 1938-45. The acceptance of responsibility is, 
however, subject to Germany’s future capacity to pay. 

Permission has been given for owners of blocked mark accounts not resident in 
Germany to transfer these assets to other persons outside Germany. The assets 
transferred will be known as “ acquired blocked marks ’’. They may be used, 
after application to the Central Bank, for capital investment purposes of various 
kinds, but not for tourist expenditure or the expenditure of relatives in Germany. 


India 


Under a new trade and payments agreement with Pakistan, India has agreed 
that exchange transactions between the two countries shall in future take place 
on the basis of the value fixed for the Pakistan rupee when sterling was devalued, 
Le. 69.3 Pakistan rupees equal 100 Indian rupees. The trade agreement provides 
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for substantial sales of jute, raw cotton, cow hides and other Pakistan products 
in return for Indian coal, coke, iron and steel and manufactured goods. Any 
balances of the currency of the other Dominion that either may accumulate under 
the new arrangements will be convertible into freely available sterling. In con- 
nexion with the implementation of the new arrangements, the Indian authorities 
, have extended exchange control to Pakistan and the Pakistan rupee will in future 
treated as a foreign currency. 







be 










Iraq 

An agreement concluded with the United Kingdom permits Iraq to draw 
{2 millions from her blocked sterling balances forthwith for the purpose of 
strengthening her working balance. In addition she is to be allowed to make 
drawings in the period to June 30, 1952, up to a total of £6 millions. The United 
A Kingdom has undertaken to furnish Iraq with hard currency to meet payments 
to scarce currency countries up to the end of September, 1951. 









Italy 
The country’s external payments deficit for 1950 has been cfficially estimated 
at the equivalent of U.S. $244 millions, a drop of nearly 40 per cent. on the 1949 
figure. The improvement was attributed to a contraction in imports and to a 
Q per cent. increase in export earnings. 







Japan 






: The Director-General of the Economic Stabilization Board has outlined 
’ five-point programme for the fiscal year 1951-52. It advocates the promotion of 






foreign trade, especially imports, an expansion in productivity through nationaliza- 
tion, the speeding-up of public works projects to strengthen the ground for a self- 
supporting economy, the provision of long-term loans to industry and an increase 
in the national income to assure the public of adequate living standards. Exports 
during the coming year have been officially estimated at $1,100 millions in U.S. 
currency comps red with approximately $800 millions in the current year. Imports, 
estimated at $1,100 millions in 1950-51, are expected to increase to $1,500 millions 
in 1951-52. ‘“‘ Special procurement demands ”’ resulting from the Korean war are 
stated to be bringing about $200 millions per annum to Japan. 

A te mnporas Vv stop o on h iengorts from the slinnnas di: and dollar areas and from Sweden 
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BAYERISCHE VEREINSBANK 


Every description of National and Foreign banking 
business transacted 











Munich Office : MUNICH, 5 Maffeistrasse 
Nuremberg Office: NUREMBERG, 21 Lorenzerplatz 
Augsburg Office: AUGSBURG, 37 Maximilianstrasse 







Offices and Branches all over Bavaria 






Correspondents in all important places of the World 
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and Argentina was imposed in March, apparently owing to a deterioration in the 
external payments position caused by seasonal factors and heavy purchases of 
commodities by traders for improving stocks. 


Paragua Vy 


The Government has announced the devaluation of the Paraguayan guarani 
from 3.09 to 6 guaranies per U.S. dollar. The foreign exchange rates quoted for 
trade transactions have been reduced to two, 6 and g guaranies per U.S. dollar. The 
trade items to whic h these quotations respectively apply have been set out in 
official lists. A ‘“‘ free’’ market is being established for non-trade transactions 
similar to that operated by Argentina for financial remittances. The rate quoted 
in this market, which is expected to be subject to a large measure of official control, 
opened at about 19 guaranies per U.S. dollar. 


Switzerland 


The report of the Swiss National Bank for 1950 shows that gold stocks amounted 
at the end of the year to Swiss Frs. 5,976 millions, against Frs. 6,240 millions a 
year before. The fiduciary note issue increased by some Frs. 100 millions during 
the year to Frs. 4,664 millions and other sight obligations rose from Frs. 1,731 
millions to Frs. 1,773 millions. Net profits showed little change on the 1949 figure 
at Frs. 5.4 millions. 

The report reveals that, to avoid an excessive influx of foreign capital into 
Switzerland, an agreement was made with the commercial banks during 1950 
whereby interest is no longer to be paid on either old or new foreign capital entrusted 
to Swiss banks. The agreement also provides that fresh capital brought in from 
abroad and not converted into a currency other than Swiss francs within a certain 
time shall be withdrawable only on one month’s notice. 

Agreement has been reached with the United Kingdom on quotas applicable 
to goods not yet freed from quantitative restrictions in the year to February 29, 
1952. It is expec ted that the effect of the arrangements made will be to facilitate 
an increase in trade in both directions. 


Appointments and Retirements 


Barclays’ New Chairman - 

The City has learned with very great regret this month that Sir William 
Goodenough, Bart., has been obliged by ill health to relinquish his office as chairman 
of Barclays Bank as well as his seat on the board. He has been succeeded by his 
deputy chairman, Mr. A. W. Tuke. Sir William Goodenough, who was born in 
1899, is the eldest son of Mr. F. C. Goodenough, a former chairman of the bank. 
He entered the service of Barclays in 1922, after being educated at Wellington 
and Christ Church and after war service in the Coldstream Guards. He joined the 
board in 1929 and served as both vice-chairman and deputy-chairman (and as 
chairman of Barclays (D., C. and O.) ) before he succeeded Mr. Edwin Fisher as 
chairman of Barclays in 1947. Sir William, who received the honour of a baronetcy 
in 1943, has a distinguished record of service to the nation and to his own city 
and county of Oxford, as well as to the banking and commercial world. His many 
friends will hope that the rest he has so well earned will restore him both to health 
and to the City’s counsels. 

Sir William’s successor, Mr. A. W. Tuke, springs from the same distinguished 
tradition of family banking; his father was Mr. W. F. Tuke, chairman of Barclays 
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from 1934 to 1936. Mr. Tuke, who is 54, has served the bank since 191g. He 
became a general manager in 1931, was appointe d a director i in 1946 and deputy 
chairman in 1947. He is also a director of Barclays Bank (D., C. and O.), chairman 
of Barclays Bank Executor and Trustee Company (Channel Islands) and on the 
boards of Barelays Bank (Irance), the British Linen Bank, National Safe Deposit 
and Trustee Company, Reinsurance Corporation and Yorkshire Insurance. Of 
retiring disposition, Mr. Tuke is perhaps best known outside the immediate circle 
of the City as joint author of the History of Barclays Bank, published in 1926; he 
was peculiarly well fitted for this task as he comes from the Quaker stock that has 
done so much to build up Barclays to its present eminence. 


Barclays Bank— Sfaj/f Dept.: Mr. N. A. Goodliffe, from Holborn, to be an assistant statt manager 
Dagenham Dock: Mr. W. C. Moore, from Eastcastle Street, to be manager. Finsbury Pavement 
\Ir. R. C. Nurse, from Advance Dept. (London District), to be manager. Hornsey, High St.: Mr 
|. Russell, from Stamford Hill Broadway, to be manager. Peckham: Mr. A. W. J. Lamb, from 
Commercial Road, to be manager. Shoreditch: Mr. G. W. Cunnew, from Peckham, to be manager 
therystwyth: Mr. LE. Evans, from Wem, to be manager. Bedford: Mr. B. J. Sear, from Letch- 
worth, to be assistant manager. Wem: Mr. K. W. Collins, from Hereford, to be manager. 
Yarmouth, Great: Mr. E. W. Braddock, from Attleborough, to be assistant manager. 
District Bank—Lt.-Col. T. Marshall Brooks, D.L., has been appointed a deputy chairman. 
Ishton-under-Lyne: Mr. R. Chadwick to be accountant. Manchester and Salford, Levenshulme: 
Mr. E. M. Worthington, from Ashton-under-Lyne, to be manager. 
Lloyds Bank— Major T. K. Jeans, M.C., a member of the Salisbury Committee, and the Rt. 
Hon. the Earl of Scarbrough, K.G., G.C.S.1., G.C.1.E., a member of the Yorkshire Committee, 
have been elected to seats on the board. Eastern Counties Committee: A committee has been set 
ip with headquarters at the District Office, Cambridge; Lt.-Col. Sir Edmund C. Bacon, Bt., 
©.B.E., T.D. (Chairman), and Sir Henry E. S. Upcher, have been appointed members. Head 
Office—Advance Dept.: Mr. G. A. Mortimer to be a controller; Chief Inspector's Dept.: Mr. F. 
Morris, from Welwyn Garden City, to be an inspector. Gateshead (also Coatsworth Rd. and 
Fel ): Mr. R. G. Firth to be manager on retirement of Mr. E. L. Dobson. High Wycombe: 
Mr. J. Affleck, from Head Office, to be manager on retirement, owing to ill health, of Mr. C. A. 
Vincent. Leicester: Mr. L. G. Millhouse, from Cheltenham Rd., Bristol, to be assistant manager. 
Martins Bank—Head Office: Mr. C. Carter to be chief inspector. Liverpool District: Mr. J. A. 
Banks and Mr. J. A. Naisbitt to be assistant district managers. North Eastern District: Mr. N.N 
Jobling to be assistant district manager. London—Ludgate Circus: Mr. S. E. James to be 
manager; Mr. N. Hunter to be sub-manager: Si. James's St.: Mr. G. Milne to be manager 
enhead, Park: Mr. A. C. Ward to be manager. Burnley, St. James St.: Mr. R. Westall to be 
manager. Neucasile upon Tyne City Office: Mr. G. K. Eaves to be manager. Padtham: Mr. A. 
Barrett to be manager. Shipley: Mr. D. G. Mallinson to be manager. 
Midland Bank-—London, Kingsland High St.: Mr. G. E. Harris, of Old Street, to be manager on 
retirement of Mr. A. W. Bufton. Bristol, Brislington: Mr. G. E. Harding to be manager of this 
branch, formerly under the same management as Corn St., Bristol. Southampton, Portswood 
Mr. J. R. Preston to be manager of this branch, formerly under the same management as Avenue 
ranch, Southampton. Uxbridge: Mr. J. F. Amey, of Eastcote, to be manager in succession to 
Mr. W. N. Sutcliffe. 
National Provincial Bank—The Right Hon. Sir Alexander George Montagu Cadogan, O.M., 
(.C.M.G., IKX.C.B., has been appointed a director. Head Office: Mr. F. Keighley, a general 
managers’ assistant, to be an assistant general manager in succession to the late Mr. C. H. Lee; 
Mr. W. Gill, from Wisbech, to be a general managers’ assistant; Mr. P. G. S. Mann, an inspector 
of branches, to be a controller, advance dept. Great West Road Corner: Mr. R. A. Clack, from 
Overseas Branch, to be manager on retirement of Mr. W. J. Potter. Bury: Mr. D. W. Hethetring- 
ton, from Leeds, to be manager of this new branch. Halifax: Mr. G. L. Dyer, from Manchester, 
to be manager on retirement of Mr. J. Smith. Huddersfield, Westgate: Mr. G. R. Burrans, from 
Head Office, to be manager on retirement of Mr. H. Deacon. Stevenage: Mr. R. O. Broughton, 
from Bideford, to be manager. 
Westminster Bank—Head Office (41 Lothbury, E.C.2) : Mr. P. L. Clark, an inspector's clerk, 
to be a controllers’ assistant. Addlestone: Mr. W. J. Gentry, from Buckhurst Hill, to be manager 
on retirement of Mr. E. H. Lay. Caxton House: Mr. W. B. Jenkins, from Ealing and North 
ialing, to be manager on retirement of Mr. F. C. Woolmer. Charing Cross: Mr. F. H. Brock, 
rom Piccadilly Circus, to be manager. Ealing and North Ealing: Mr. R. H. Childs, from Charing 
Cross, to be manager. FEastville: Mr. M. J. Priscott, from Bristol, to be manager. Eton: Mr. 
G. A, U. Heathcote, from West Southbourne and Southbourne, to be manager. Ilkeston: Mr. 
S. H. Bosworth, from Iron Gate, Derby, to be manager on retirement of Mr. F. B. Gregory. 
Redland, Durdham Down and Westbury-on-Trym: Mr. P. J. A. Banks, from Eastville, to be 
manager on retirement of Mr. H. L. Bailey. Ruislip and Eastcote: Mr. A. R. Thrupp, from 
Eton, to be manager on retirement of Mr. R. E. Pudney. West Southbourne and Southbourne: 
Mr. L. T. de M. Thompson, from West Southbourne, to be manager. 
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- Banking Statistics 


National Savings 
(£ millions) 
Savings 
Certi- Defence Savings 
ficates Bonds Banks Total 
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Ordinary Revenue and Expenditure 


Ord. Ord. By 
Exp. Rev. Deficit Quarters: 
£m. £m. £m. 
898.1* 872. 25. 
1054.8* 927. 127. 
1809.7* 1049. 760. 
3867. 1408. 2458. 
4775; 2074. 2701. 
5623. 2819. 2803. 
5788. 3038. 2749. 
6057.8 3238. 2819. 
5474-8 3284. 2190. 
3910. 3341. 569. 
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Guaranty Trust Company 
of New York 


lhrough its London offices, the first of which was opened in 
1897, through its offices in New York and Europe and its 
correspondents in all principal countries, this bank is able 
to provide its customers with world-wide banking facilities 


designed to meet their every requirement. 





LONDON OFFICES: 
Main Office Kingsway Office 
32 LOMBARD STREET, E.C.3 BUSH HOUSE, W.C.2 


Head Office 


140 BROADWAY, NEW YORK 


PARIS BRUSSELS 


Incorporated with limited liability in the state of New York, U.S.A. 





THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 





Head Office:—38 ST. ANDREW SQUARE, EDINBURGH 


| Branches throughout Scotland | 


London Offices: 
City Office:—38 THREADNEEDLE STREET, E.C.2 


West End Branch:— 198 PICCADILLY, W.1 
Affiliated to Barclays Bank Limited. 





ESTABLISHED 1877 


LEOPOLD FARMER & SONS 


undertake 
VALUATIONS of PLANT, Machinery and Industrial Properties 
for Public Issue, Stock Exchange Quotation, Balance Sheet, Probate 
Insurance and other purposes. Factory Mortgages arranged. 


46, Gresham Street, London, E.C.2 


Telephone : Monarch 3422 ( 8 lines ) Telegrams : Sites, London 
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THE BANKER 


Treasury Deposit Receipts 


Raised Redeemed Outstanding: 
é{m. £m. {m. 
260.0 142.5 872.0 

29.5 465.0 
.o 190.0 350.0 
50.0 405.0 
= 450.0 
-- 505. 
44.5 585.5 
116.5 564. 
139.0 525. 
105.0 420, 
80.0 340.0 


last Saturday in each month, except at final month in each quarter. 
t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 


Net New 950 Net New 


I 
Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 


25.0 
30.0 


25.0 
25.0 
40.0 
35.0 
25.0 


— mee, BO x; 25.0 40.0 - 15.0 
25.0 , ee 25.9 30.0 

30.0 31 = 

— 1951 

a Tae. - 6... - 25.0 

25.¢ ; Sx. 30.0 
25. ee - 25.0 
19. ; ae — 25.0 
BB. Feb © 25 - - 
12. 1 3. - 25.0 
30. a - 35.0 
12,5 28 5 - 20.0 
8. Mar ee 1.0 
39. o>» 
20. : 


sa — 25.0 
|} ae 5. 45.0 


Bankers will find the CURTA a practical 
and efficient CALCULATING MACHINE 
for many types of every-day problem. 


Of the finest Swiss precision workmanship, the CURTA 
is silent, portable, trouble free and simple to operate. 


Model |, Capacity 8x6xII figures. Price £35 10 0. 
Models ii, Capacity 11 x 9x 14 figures and iia, 12x7x16 
figures, will be available later this year. 
Examples of what you can do in a few seconds with the 


CURTA 
15,858 Shares @ 557 = £88,457 I8s. bid. 
121,318 Sw. Fes. @ 12.2439 = £9,908 8s. Id. 
£919,278 expressed as percentage of £3,385,174 is 27.156 


For informative leaflet and a demonstration apply to— 


LONDON OFFICE MACHINES LIMITED 


128 Terminal House + Grosvenor Gardens + London, S.W.! 
Tel: Sloane 1061, 1626 





ROYAL BANK OF SCOTLAND 


HIGHLY LIOUID POSITION : RECORD DEPOSITS 


INTERNATIONAL UNCERTAINTIES 
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HE Annual General Court of Proprietors 
To the Royal Bank of Scotland was held 

in Edinburgh on Wednesday, March 14, 
1951, In the absence abroad of His Grace 
The Duke of Buccleuch and Queensberry, 
K.T., P.C., G.C.V.O., Governor of the Bank, 
his speech was read by Mr. Kenneth Murray, 
Chairman of the Court of Directors. It was 
as follows: 

Before dealing with the ordinary business 
of the Meeting, 1 have to refer to the loss sus- 
tained by the Bank through the death of the 
Right Hon. Lord Bradbury of Winsford, 
G.C.B., LL.D. Lord Bradbury, who had been 
a Director of Williams Deacon’s Bank since 
1925, joined our Board when we acquired the 
capital of that Bank in 1930, and his expert 
knowledge in matters of business and finance 
was freely placed at the disposal of both 
Institutions. His loss is greatly regretted by 
his colleagues on the Board. On the other hand, 
I have pleasure in referring to the appointment 
of the Right Hon. Sir Ronald Ian Campbell, 
G.C.M.G., C.B., and Mr. Kenneth Graham 
Holden, as Ordinary Directors, and of Sir 
William Crawford Currie, G.B.E., a Deputy 
Chairman of Williams Deacon’s Bank, as an 
Extraordinary Director, The wide knowledge 
of business and public affairs possessed by 
these new Directors will, we are sure, prove of 
great value to the Bank. 

I assume it will be your pleasure that the 
Annual Report of the Bank and our Balance 
Sheet and Profit and Loss Account, and those 
of Glyn, Mills & Co., and Williams Deacon's 
Bank, which have been circulated, shall be 
taken as read, but in compliance with statutory 
requirements the Auditors’ Report falls to be 
read at this Meeting, and I now call upon the 
Secretary to do so, after which it is open to 
mspection by any proprietor. 

The Secretary (Mr. Thomas Brown) then 
read the auditors’ report. 


DEPOSITS AND OTHER LIABILITIES 

The Governor's speech continued: 

Referring first to the Balance Sheet, our 
Deposits and other Accounts at £131,000,000 
are a record in the history of the Bank. They 
show an increase on last year’s figures of fully 
{4,000,000, an increase which is in accord with 
the general experience of other banking 
institutions. The decrease in amounts due to 
Subsidiary Companies is a matter of internal 
administration and does not call for any special 
comment on my part. The amount of Notes in 
Circulation is not greatly altered, but it is 
pleasing to record a further increase of nearly 


£1,000,000 in Acceptances, Confirmed Credits 
and other Obligations. 

Our Capital remains unchanged at £4,250,000 
but the Reserve Fund, by the addition of 
{101,248 from the year’s profits, now stands 
at £4,773,800. 


LIQUID ASSETS AND INVESTMENTS 

Turning now to the other side of the Balance 
Sheet, the total Assets amount to £161,000,000. 
You will observe that our customary highly 
liquid position is being more than maintained 
with Cash, Balances with the Bank of England 
and other Banks and Money at Call and Short 
Notice, amounting to over £34,000,000, repre- 
senting more than 24 per cent. of our liability 
for Deposits and Notes issued. 

Our Bill portfolio shows a marked increase 
on last year’s figure; the increase on the year 
is accounted for as to £500,000 by a larger 
holding of Treasury Bills and, what we are 
specially pleased to note, as to £800,000 in 
Commercial Bills. On the other hand, Treasury 
Deposit Receipts show a further contraction 
due to the continuance of the Treasury’s 
borrowing policy. 

The total of our Investments shows little 
change on the year and, as usual, those quoted 
are valued in the Balance Sheet at or under 
market prices ruling on the date of our Balance. 
Our British Government Securities are well 
distributed, and are mainly in the short and 
medium dated Stocks. 

Following on the substantial increase in 
Advances during the preceding year, the total 
on this occasion shows little change, although 
I need hardly remind you of the very many 
variations which take place throughout the 
year in the individual items which go to make 
up the aggregate. The other items on the 
Assets side do not call for any special comment 
this year. 

PROFITS AND APPROPRIATIONS 

I come now to the Profit and Loss Account, 
in which we show an increase of £3,400 over 
last year’s profit, and, keeping in mind the 
growing burden of Charges, the Directors con- 
sider this a satisfactory result. Following our 
usual practice, full provision has been made for 
Contingencies and all Bad and Doubtful Debts. 

Two interim dividends having been paid 
at Midsummer and Christmas respectively, 
amounting together to 17 per cent. per annum, 
the Directors do not recommend any further 
dividend for the year. The allocations pro- 
posed for Property Maintenance and Stafi 
Pension Fund are similar to those of the last 





five years, but there is an additional allocation 
of £15,000 to the Staff Widows’ Fund, which 
will continue as a yearly payment in fulfilment 
of an agreement made between the Directors 
and the Staff Association and embodied in an 
\ct of Parliament setting up the revised 
Widows’ Fund. I am glad to say that the 
improved conditions of this Fund have been a 
source of considerable satisfaction to our Staff. 
\ balance of £101,248, as I have already men- 
tioned, has been added to our published 
Reserve Fund, raising it to £4,773,800. 


THE THREE BANKS 

The Accounts of our Associated Banks, Glyn, 
Mills & Co., and Williams Deacon's Bank, have 
already been submitted to their General 
Meetings. These Accounts are also in every 
satisfactory, and show a further record 
of steady progress in both Institutions. Last 
year I referred to the successful inauguration 
of “‘ The Three Banks Review.”’ It continues 
to have an ever-widening circulation, and I 
would take this opportunity of congratulating 
the Editorial Committee, which includes repre- 
sentatives from all three members of the 


sense 


Group, on the notable success of their efforts. 


NATIONAL AFFAIRS 

In the wider sphere of national affairs, it is 
obvious that the position to-day is dominated 
by the uncertainties of the international 
situation. It is indeed a calamity that, at a 
time when our resources should be directed 
towards repairing the ravages of war, we should 
once again be compelled to incur vast outlays 
on rearmament. Nevertheless, it is important 
that every effort should be made to lessen the 
strain on this heavy expenditure on the 
country’s resources, a strain which is all the 
greater by reason of the fact that it is being 
imposed upon us during a period when a policy 
of full employment is the national objective. 
Despite the renewed confidence in sterling and 
the closing of the dollar gap, it is as essential 
as ever to maintain our exports, and, faced as 
we are with the necessity of diverting to re- 
armament labour and materials which could 
be usefully employed in the pursuits of peace, 
the present circumstances constitute a chal- 
lenge to those in authority to tackle the situa- 
tion in a manner which, in the end, will best 
serve the interests of the nation. Pre-eminent 
in this connection is the need to do everything 
possible to prevent further inflation, and one 
can but hope that, coupled with increased pro- 
ductivity, the additional burden which con- 
fronts us will be offset, to some extent at any 
rate, by a bold and statesmanlike effort to cut 
down unproductive expenditure in other 
directions. 


NDUSTRY’S TAXATION BURDEN 

Additional taxation—in so far as this may 
be possible in our present over-taxed condition 
—offers no solution, and may well prove 
harmful in the end. As things are, industry is 
being called upon to bear a staggering load of 
taxation and, while under present conditions 
any lightening of this burden can hardly be 
expected, it is to be hoped that, whenever cir- 
cumstances permit, serious effort will be made 


to lessen the drain on those resources which 
properly, and with advantage to the nation as 
a whole, should be ploughed back into business. 
The phenomenal rises in the costs of capital 
re-equipment and of raw materials are creating 
probiems of finance which, in turn, are inten- 
sified by the fact that profits, required for the 
maintenance of business efficiency, are being so 
drastically reduced by taxation. 


SCOTTISH INDUSTRY AND COMMERCE 

I record with pleasure that, in the industrial 
and commercial life of Scotland, there exists 
to-day an eagerness to develop the skill and 
resources of the country greater than at any 
time in her history. To some extent the Heavy 
Industries have been faced with new probléms 
as a result of recent legislation, but one cannot 
doubt that the fame of Clydeside will continue 
to assert itself; and it is indeed fitting that, in 
connection with the Festival of Britain, the 
Exhibition of Industrial Power is to be held 
in Glasgow. In Scotland to-day the Scottish 
Council (Development and Industry) has estab- 
lished itself as a live force in the commercial 
and industrial affairs of the country, and much 
good, which it is hoped will be lasting, has 
already accrued from its efforts. In the 
struggle to achieve equilibrium in the balance 
of payments Scotland has good cause to be 
proud of the contribution made by ‘her old- 
established industries. 

In the export drive many of them have 
helped to lessen the problems of the Dollar 
Export Board, and notably outstanding in this 
connection is the contribution which has been 
made, and continues to be made, by the Scotch 
Whisky industry. In the past, Scotland has 
left herself open to the risk of serious industrial 
depression by reason of the fact that her main 
activities have been concentrated on a few 
large industries, and the studied trend towards 
establishing her economic life on a_ broader 
basis has everything to recommend it. Light 
Industries, to an extent and variety hitherto 
unknown in Scotland, have now been estab- 
lished within her borders and, on a grander 
scale, are the oil distillation plants being set up 
at Grangemouth. All of these will, in time, 
by adding to our exports and lessening the 
demand for certain imports, help to preserve 
the balance of payments between Great Britain 
and abroad, and thereby contribute to a 
material extent in maintaining the exchange 
value of the pound. 


POSITION GENERALLY GOOD 

Generally, the present industrial situation 
in Scotland is good, but one cannot overlook 
the grave anxiety being felt in many industries 
at the alarming increase in the prices of raw 
materials. In Scotland, as elsewhere, there 
are businesses of undoubted standing, but 
possessed of moderate resources, which have 
been enabled by a combination of caution and 
skill over the years to attain their present 
sound position. The proprietors of many of 
these businesses, often handed down from 
father to son, now see, in the current high level 
of prices, a danger of possible unfortunate con- 
sequences not only to themselves but to the 
pioneering enterprise of their predecessors as 
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ROYAL BANK OF SCOTLAND MEETING (concluded) 


well. Within our experience of late there have 
been in this category Customers of the Bank, 
with a record and resources which warranted 
further accommodation, who have displayed 
an understandable reluctance to assume the 
risks of additional borrowings in order to meet 
the exigencies of the present situation. In 
previous years I have referred in detail to the 
importance of the agricultural industry in 
Scotland, and I need not on this occasion make 
further detailed comment. All I need say is 
that, in any defence programme in Great 
Britain, the agricultural industry is obviously 
in the front line. 


TRIBUTE TO OFFICIALS AND STAFF 
During the year the Staff have continued to 


give their usual loyal and efficient attention to 
the affairs of the Bank, and the Directors 
desire once again to place on record their 
sincere appreciation of the valued services 
rendered by Mr. Thomson the General Manager, 
the Assistant General Manager, and the officials 
and staff at Head Office, London City and 
West End Offices, Glasgow, Dundee, Aberdeen, 
and all the other Branches. 


I now beg to propose that the Report, con- 
taining a Statement of the Accounts and 
Balance Sheets, be approved. 


The Report was approved, and the Governor, 
Deputy-Governor, Extraordinary Directors 
and the retiring Ordinary Directors were 
re-elected. 





MERCANTILE BANK OF INDIA 


EFFECT OF INTERNATIONAL TENSION 


HE 58th annual general meeting of The 
T Mercantite Bank of India Ltd. was held 
on March 29 in London. 

The following are extracts from the state- 
ment of the Chairman (Sir Charles A. Innes, 
K.CS.I., C.T.E.): 

Deposits have increased by £12,000,000, and 
the balance sheet total stands at £67,000,000 
compared with £54,000,000 in 1949. On the 
assets side, the outstanding features are an 
increase of nearly £7,000,000 in Bills and 
{4,500,000 in Loans and Advances. These 
increases are the direct result of the very much 
higher commodity prices which prevailed 
especially in the second half of the year. Our 
profit is up on the previous year’s figure, and 
we are again paying a dividend of 12 per 
cent., less tax, for the year. 

While the political scene darkened, the 
immediate effect of the international tension 
and of the war in Korea was to create a some- 
what hectic prosperity in many of the coun- 
tries in which we have branches. Trade boomed 
in Hong Kong and Japan. There was a 
scramble for rubber and tin, largely for 
strategic stockpiling, in the United States and 
many other countries, and prices rose to 
heights which a year ago would have seemed 
quite fantastic. Malaya and Thailand and in 
a less degree Ceylon profited greatly, and 
moreover since rubber and tin are important 
earners of dollars, the rise in the price of the 
two commodities materially helped to alleviate 
the world dollar shortage and to improve the 
position of sterling. As was only to be expected, 
the higher level of commodity prices increased 
the pressure on banks for finance, and this 
trend is reflected in our accounts in the higher 
proportion of our resources which is invested 
in loans, advances and bills. These very high 
prices obviously cannot last indefinitely, and 


the possibility of a sudden break in prices, 
though at the moment it does not seem to be 
likely, has always to be borne in mind. 

On January 26 last India completed the 
first year of her existence as an independent 
republic. It was a year of economic strain. 
The new republic began under the handicaps 
of an inflationary position which still persisted 
five years after the end of the war that caused 
it and of an economy seriously weakened by 
the partition of the sub-continent. Also, for a 
variety of reasons, the flow of savings into the 
capital market had almost dried up. To these 
problems were added those arising from the 
fact that for part of the year trade between 
India and Pakistan almost ceased. Inter- 
national events intensified the strain, and, 
moreover, there was a succession of natural 
calamities of unusual severity, the crowning 
misfortune being the failure of the kharif 
crop over a wide area. There are some bright 
spots in the picture. In the twelve months fol- 
lowing the devaluation of the rupee in Septem- 
ber, 1949, there was a favourable balance of 
trade of more than nine crores of rupees com- 
pared with an adverse balance of nearly 221 
crores in the previous twelve months. Import 
restrictions contributed to this result, but there 
was also a considerable improvement in the 
export trade. 

From the Bank’s point of view one of the 
most important events of the year was the 
award made in August last by the All-India 
Industrial Tribunal dealing with Bank disputes. 
The award has increased our local establish- 
ment charges in India by nearly 15 per cent. 
It also decrees that any bank which pays a 
dividend of 4 per cent. or more to its share- 
holders must also pay a bonus to its employees, 
the amount of the bonus varying with the 
amount of the dividend. The award is the 
subject of an appeal to the Supreme Court. 
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BANK OF LONDON & 
SOUTH AMERICA 


MR. FRANCIS M. G. GLYN’S ADDRESS 


HE Soth annual general meeting of the 
Bank of London & South America, Limi- 
ted, will be held on April 3 in London. 
The following is an extract from the state- 
ment of the Chairman, Mr. Francis M. G. Glyn, 
circulated with the report and balance-sheet 
for three months ended December 31, 1950: 
Members were informed last November that 
in order to alter the Bank’s balancing date 
from September 30 to December 31 of each 
year, it had been decided to introduce an 
accounting period covering the three months 
between the date of our last accounts at 
September 30, 1950, and December 31, 1950. 
In these circumstances variations in the 
Balance-Shect figures are unlikely to be the 
same as when the interval is a full year, while 
the Profit and Loss Account and the Dividend 
are based on the earnings of three months only. 
BALANCE SHEET 
The Balance-Sheet totals at December 31 
last at £165,885,093 exceeded the corresponding 
figures at September 30, 1950, by 48,898,609. 
Account should, however, be taken of the 
omission from the totals at both dates of Bills 
for Collection on account of Customers, pre- 
viously included. Bills in course of collection 
at December 31, 1950, show a substantial 
increase over last September’s figure. Most of 
the increase represents increased business, 
though a part is due to delayed liquidations. 
rhe effect of variations in exchange rates 
on this occasion is small. Thus the increase in 
Current, Deposit and Other Accounts, etc., 
reflects a true expansion, attained despite 
seasonal withdrawals. The total of Engage- 
ments on account of Customers shows an 
increase of approximately £2,250,000. 
Although the figure of £43,780,018 for Cash 
in Hand, at Bankers and at Call is 41,003,544 
lower than on September 30 last, this is to a 
large extent a seasonal reduction; as the 
percentage of Cash, etc., to Current Liabilities 
(excluding those to the Argentine Central 
Bank, which are secured by other assets) still 
exceeds 38 per cent., I think you will agree 
that the liquid position of the Bank is above 
question. Increases of approximately {2,050,000 
and £5,183,000 in Bills Receivable, less Rebate, 
and Advances and other accounts respectively, 
show that the increased deposits are being 
profitably employed. 
PROFIT AND LOSS ACCOUNT 
rhe net profit on the trading for the period 
of three months ended on December 31 last, 
after providing for taxation, amounted to 
£82,749, which compares favourably with the 
average rate of earning for the preceding 
period of twelve months. While the net 
earnings themselves were higher, credit has 
also been taken for a conservative estimate of 
Unilateral Double Tax Relief in respect of the 
proportion of taxation falling on the earnings 


of the period under review, Owing to inevitable 
delays in agreeing the tax liabilities in some of 
the countries where the Bank is established, 
the possibility of ascertaining the precise figure 
of relief with promptitude appears at present 
to be remote. 

It has again been considered advisable to 
refer to the proportion of the period’s profit 
still awaiting remittance. Some countries are, 
of course, handicapped by shortages of sterling 
—Brazil, for the moment, being noteworthy 
in this group—while Argentina has not, at 
any rate so far as this country is concerned, 
as yet granted any permits for the remittance 
of financial services. 

A dividend of 1} per cent. in respect of the 
period of three months ended on December 31, 
1950, is recommended, this being proportionate 
to the annual dividends of 6 per cent., which 
have been paid for ten years past. This divi- 
dend absorbs the sum of £33,330 and after 
appropriating £50,000 for Contingency Reserve, 
a balance of £177,216 is left on Profit and Loss 
Account to be carried forward to next year. 


REMITTANCES 
In my address of 1949 I drew attention to 
the undersirable effects of multiple exchange 


rates. They tax the efficient producer and 
subsidize the inefficient; they penalize the 


consumer by forcing him to pay high prices 
for his goods; briefly they are the antithesis 
of liberality in economic policy, too often used 
primarily as a means of raising revenue. Let 
us hope that advantage will be taken of the 
present turn of events to eliminate some of the 
inconsistencies created by these systems. 


TAXATION ON UNREMITTABLE 
PROFITS 

Our liability to pay tax in sterling on earn- 
ings which cannot be converted into sterling, 
is in itself hardly equittable; a worse aspect, 
however, is that to meet this taxation we and 
institutions in similar circumstances must find 
sterling from resources other than the profits 
which are taxed, and in doing so we make 
inroads into funds legitimately accumulated 
for other purposes. Would it not be only 
reasonable to defer the tax charge until these 
profits are received or remittable in sterling ? 

On this question we still await the Report 
of the Tucker Committee, publication of which 
is expected shortly. I trust that some relief 
on these lines will be recommended in this 
Report, and that legislative measures will be 
forthwith adopted, without further delay while 
the Report of the recently-appointed Royal 
Commission on the Taxation of Profits and 
Income is compiled. To us and others in our 
position the matter is one of urgency. For in 
present circumstances we are not only deprived 
of a part of the sums earned on our capital, but 
we even have to pay tax from our other 
resources on these hypothetical receipts. 
Though some relief has been afforded by the 
double taxation provisions of the Finance Act, 
1950, this anomaly remains, and injures those 
very institutions which, because of their con- 
tributions to British exports, both visible 
and invisible, should surely receive every 
encouragement. 
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THE EASTERN BANK 


INCREASED RESOURCES 


HE forty-first annual general meeting of 

I The Eastern Bank Limited will be held 

on April 4 at 2 and 3 Crosby Square, 

London, E.C. 

The following is an extract from the state- 
ment by the Chairman, Sir Evan M. Jenkins, 
G.C.1.E., K.C.S.1., circulated with the report 
and accounts for the year to December 31, 
1950: 

The Balance Sheet total at £27,059,393 is 
higher by £3,551,347 than that of 1949. The 
main contributory increases are on the one 
side £3,379,081 under Current, Deposit and 
Other Accounts and on the other £2,431,847 
under Cash and Bills Receivable and £986,252 
under Advances. Notwithstanding the decline 
in Acceptances shown in the Balance Sheet, 
there was a fourfold increase in outstanding 
credits confirmed by the Bank. Net profit 
stands at £123,928 against £118,244 for 19490. 

The bank has had a busy year, with increased 
resources and ample scope for their employ- 
ment; but the figures reflect the present world- 
wide instability. During the second half of the 
year the war in Korea, and fears of its exten- 
sion, caused a further rise in commodity prices 
which were already high. There was no 
diminution in the demand for manufactured 
goods, and in present conditions it is indeed 
essential throughout the East that consumer 
demand should be adequately provided for. 
No immediate change in business conditions 
seems likely; but at some time a change will 
come, and profits generally will fall much faster 
than the costs of earning them. 


APPROPRIATIONS 


The appropriations made from net profits 
are £30,000 to Premises and {60,000 to Reserve 
for Contingencies and a final dividend of 3s. 6d. 
per share, less tax, being the same as the final 
dividend for 1949 is now recommended. This 
year’s outlay mainly for the Bahrain premises, 
other existing commitments, and_ possible 
future outlay for premises at Baghdad and 
Karachi and for residential accommodation 
elsewhere, make the transfer to premises 
desirable although our present assets of this 
nature stand at a low valuation in our Balance 
Sheet. No appropriation to Reserve Fund 
having been made last year, the Board have 
decided to transfer to Reserve Fund this year 
{200,000 from Contingencies as augmented by 
the appropriation of {60,000 from net profit. 
This is made possible by the release of some 
special past provisions which are no longer 
required. The Reserve Fund will now stand 
at £1,200,000. 

In the countries in which the Bank is estab- 
lished, generally it must be understood that 
the cost of living is everywhere high with a 
strong tendency to rise; that building costs 
are three times those of the nineteen-thirties, 


and in some places more; and that the expenses 
of maintaining and expanding our business are 
increasing accordingly. In all the countries 
concerned except the Persian Gulf and Malaya, 
Central Banks are operating, and we are 
required by law to maintain compulsory 
deposits with those Banks, and to comply 
with other requirements which vary with the 
conditions in each country* 

Towards the end of the year the Board 
decided to establish a Branch Office at Aden. 
It is expected that it will be open for business 
by the end of this month. 

Business in Iraq has been very satisfactory 
in spite of the slight setback in the first hali 
of the year. 


INDIA AND PAKISTAN 


The unfortunate tension between the two 
countries arising from the Partition and the 
Kashmir dispute, continued during 1950. The 
Trade Agreement announced on February 26, 
1951, re-established business relations on what 
we all hope may prove to be a permanent and 
normal footing. The Kashmir dispute remains 
if that could be settled in a manner really 
acceptable to both parties the economic pros- 
pects both of India and of Pakistan would be 
greatly improved. 

Due largely to the devaluation of the Indian 
rupee in line with sterling in September, 1949 
the balance of trade swung in India’s favour as 
the year went on. Final figures are not yet 
available, but the favourable balance for the 
year as a whole is undoubtedly substantial. 

An important event of the year was thx 
publication in August of the Award of the All 
india Industrial Tribunal (Bank Disputes) 
The Award dealt simultaneously with the 
relations between 205 Banks and their em- 
ployees. The main results for the Eastern 
Bank were an all-round increase in salaries, 
compensated to some extent by a reduction in 
cost of living allowances; an obligation to pay 
an annual bonus related to dividend; a liberali- 
sation of leave rules; an obligation to provide 
free medical attention; and a shortening of 
hours of work. The final consequences of the 
Award cannot yet be assessed, but it seems 
that short of an increase in charges to their 
customers it will be difficult for the Banks to 
maintain their old standards of service. Cer- 
tainly their expenses will be greatly increased. 
Several Banks have moved the Supreme Court 
to intervene and modify or cancel the Award, 
and their petitions have yet to be decided. 

The decision not to devalue the Pakistan 
rupee in line with sterling in September, 1949, 
has been justified by results. Any doubts that 
remained were set at rest by the extraordinary 
world demand for cotton and jute arising from 
fears of war. The trade balance is favourable 
(though Government purchases of military 
stores are excluded). A Supplementary Finance 
Act passed in September increased income tax 
and tobacco and liquor duties to raise an 
additional sum of rather over Rs. 2 crores. 
The special export duty on cotton which was 
increased, and the export duty on wool which 
was imposed towards the end of the year are 
expected to yield a large sum in 1950-51. 
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THE CHARTERED BANK 


OF INDIA, AUSTRALIA 
AND CHINA 


CONSIDERABLE "EXPANSION 
OF BUSINESS 


[nee ninety-seventh ordinary general 
meeting of the Chartered Bank of India, 
Australia and China will be held on the 
Bank’s premises, 38 Bishopsgate, London, 
E.C., on April 4. 

The following are 
ment by the Chairman, 
Grantham, Esq. 

The accounts indicate the continued expan- 
sion of the Bank’s business and this year we 
have again to deal with record figures. The total 
»f the Balance Sheet at £193,602,640, the largest 
we have ever been able to show in the entire 
life of the Bank, is £42,082,196 greater than 
last year and reflects not only a large expan- 
sion in the volume of the Bank’s business, but 
also the inflated prices of many of the com- 
modities we are constantly called upon to 
finance in the daily conduct of our affairs. 

The net profits for the year are £632,807, 
an increase of £117,215 over those of last year 
With the exception of China, our branches 
are now all working again and several new 
branches have been opened. We have com- 
pletely recovered from the serious losses 
suffered during the war when more than three- 
fourths of the Bank’s offices were overrun by 
the enemy and our business now fully justifies 
a return to the old rate of dividend. It is 
therefore proposed that, out of the balance 
available for distribution this year, a final 
dividend of 8 per cent., less income tax, be 
paid, costing £132,000, making a total distri- 
bution for 1950 of 14 per cent. 


INDIA AND PAKISTAN 


extracts from the state- 
Vincent Alpe 


During the first year of its existence as an 


independent sovereign republic India has 
encountered many vicissitudes, but while the 
economic health of the nation has suffered 
severe setbacks, it is encouraging to note that 
the main problems in the economic field are 
being tackled with energy and understanding. 
The many difficulties inherent in the economy 
of a nation of some 350 million people, have 
been increased by a series of natural calamities. 
India has been thrown on the mercy of foreign 
growers to an extent greater than ever before 
to obtain her ever-increasing requirements. 

Pakistan became on July 5 a fully-fledged 
member of the International Monetary Fund 
and of the World Bank. Its economic and 
financial position is fundamentally sound in 
spite of the high level of expenditure on 
defence. 


CEYLON, MALAYA AND SARAWAK 
Ceylon has again enjoyed a fair measure of 
prosperity. 


Malaya has had the most prosperous year in 
her history from the point of view of trade, 
but conditions generally have not been free 
from difficulties and uncertainty. 

In Sarawak, as in North Borneo, the year 
has been one of quiet and steady progress. 


THAILAND AND INDONESIA 


If officialdom restrains rather than increases 
its activities in the commercial world, Thailand 
should move forward to even greater financial 
and economic stability. 

The young Republic of Indonesia entered 
the year 1950 in a state of internal inflation 
and with an external deficiency, but a remark- 
able change for the better took place in the 
Republic’s financial and economic position 
during the year. 


THE PHILIPPINE REPUBLIC 

The conclusions reached by the Economic 
Survey Mission appointed by President Truman 
leave no doubt that the country has reached 
the cross-roads. Unless the Government and 
the people are prepared to take the hard way 
that leads to increased output and fair wages 
and to eschew many luxuries, recovery will be 
long delayed and serious inflation, political 
trouble and danger to law and order may 
ensue. 


CHINA 


Various methods have been used by the 
Peoples Government of China to _ revive 
external trade. The latest schemes amount to 
pure barter; imports into China having to 
arrive before the corresponding exports, com- 
pleting the deal, are allowed to be shipped. 

Apart from foreign trade, undoubted pro- 
gress has been made by the Peoples Govern- 
ment in stabilising the currency and in im- 
proving communications within the country. 
The supplies of foodgrains produced have been 
increased and in a normally productive year 
should suffice for the needs of the country 
without imports. ; 


JAPAN 


Further steps have been taken to place the 
Japanese economy and the conduct of overseas 
trade on a more normal basis. The Supreme 
Commander Allied Powers (S.C.A.P.), whilst 
still retaining responsibility, has handed over 
the management of overseas trade to the 
various Japanese official organisations in 
anticipation of the signing of a Peace Treaty. 


WESTERN ASSISTANCE 

A year ago it was apparent that greater 
assistance would be required from the West if 
some of the countries in the Far East were to 
be saved from disintegration. Since then this 
has been realised by all the nations who in the 
Colombo Plan have taken an enlightened co- 
operative step toward self-help which is unique 
in the history of nations. In spite of the 
serious developments in the Far East, my 
belief last year that the Bank would continue 
to play a notable part in the furtherance of 
trade im the areas it serves, has been fulfilled. 
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REFUGE ASSURANCE COMPANY 


LIMITED 


LIFE ASSURANCE AND SAVINGS 


TOTAL SUMS ASSURED £285,000,000 


T the 87th annual general meeting the 
Chairman, Mr. J. Wilcock Holgate, in the 
course of his remarks, said: 


During the year we issued over 375,000 new 
policies, assuring at total sum of some 
£23,000,000. We paid in claims a total sum 
exceeding £&,500,000. Our affairs continue to 
be economically conducted and our bonus in 
the Ordinary Branch has been increased to 
{1 8s. cd. per cent. This is a record of service 
to our policyholders and assistance to the 
economy of the country, which the founders 
of your Company could hardly have imagined. 
We pay in claims, on the average, more than 
{28,000 each working day. 


Since the last election, we have heard very 
little of the word ‘“‘ mutualisation,’”’ but we are 
not reassured by that and shall not be until we 
are convinced. that the harsh reality of facts 
has at last convinced the planner that theory 
alone is a fatal basis upon which to conduct a 
business. 


Life Assurance is the largest source of per- 
sonal savings in this country. The margin left 
for savings is usually very small, and it becomes 
all. the more important, therefore, to make 
such provision for dependants or old age as is 
only possible by means of a life policy. This 
aspect of our business is of national significance. 
The White Paper on national income and 
expenditure published last year appears to 
confirm that personal savings are decreasing, 
and it is at this point that life assurance steps 
in to offer the attraction of the creation of an 
immediate estate, and the encouragement of 
continuity of saving provided by the form of 
a life policy and by the personal influence of 
our representatives. 


ORDINARY BRANCH RESULTS 


I am glad to be able to report a decrease in 
our expense ratio in the Ordinary Branch, from 
13.31 per cent. to 13.05 per cent. In the 
Industrial Branch, the expense ratio remains 
practically unaltered at 28.32 per cent. In the 
Ordinary Branch, the Life Assurances valued 
were 529,800 policies, assuring {£122,031,205. 
The premium income was £6,552,411 and the 
life assurance fund £54,155,981. In the 
Industrial Branch, {8,739,249 policies, assuring 
£163,612,809, we re valued. The premium 
imcome was £8,685,727 and the life assurance 
fund £54,264,821. The surpluses have been 
dealt.with as follows: 


Ordinary Industrial 


Branch Branch 
To Policyholders £932,000 
To Investments Reserve 125,000 


To Profit and Loss 
Account 


Carried Forward ae 224,530 


100,000 105,000 


105,304 


In the Ordinary Branch, it has been decided 
to declare a reversionary bonus at the inc1eased 
rate of {1 8s. od. per cent. In the Industrial 
Branch it is proposed to grant additional 
benefits to existing premium paying policies 
where death or survival of the endowment 
term occurs within the twelve months com- 
mencing March 20, 1951, varying from £3 os. od. 
per cent. of the sum assured upwards. 


INCREASE IN INVESTMENTS 


Investment in Ordinary stocks is of less 
value than formerly as protection against the 
effects of inflation. Nevertheless, we have 
increased our holdings by over £1,250,000 
during the year, making a total of over 
£6,000,000 invested in the equity shares of a 
carefully selected cross section of British 
industry. The total value of our Stock 
Exchange Securities reflected a substantial 
increase over that of the previous year. An 
addition of £125,000 has been made to the 
Industrial Branch Investments Reserve Fund. 


During 1950, there was a revival in the 
capital issues market. The opportunity was 
taken to effect an advantageous exchange of 
securities in a number of cases. These trans- 
actions did not, however, materially affect the 
amount of our holdings in British Government 
and British Government Guaranteed Securities, 
which now stand at £59,017,460, representing 
50 per cent. of our total assets. 


Both gross and net interest revenues in the 
Industrial Branch exceeded £2,000,000 for the 
first time. 


STAFF WELFARE 


The Chairman referred particularly to the 
important part played by the two Staff 
\ssociations, which have ready access to the 
Officials whenever questions affecting the 
welfare of the Staff arise, and with which, 
despite differences of opinion which naturally 
occur from time to time, but which are never 
left undiscussed, a cordial understanding is 
maintained. 
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HOOVER 


RECORD EXPANSION OF 


REMARKABLE 


SIR CHARLES COLSTON ON 


HE annual general meeting of Hoover 
Limited will be held on April 2, 1951, at 
Perivale, Greenford, Middlesex. 


Che following is an extract from the annual 
review of the Chairman and Managing Director, 
Sir Charles Colston, C.B.E., M.C., D.C.M., 
which has been circulated with the report and 
accounts for the year ended December 31, 1950: 


We have made important advances in every 
section of our activities, both at home and 
abroad. During 1950 we succeeded in sur- 
passing the remarkable results of 1949, easily 
the record year in the history of the Company 
to that time. The expansion of our business 
during the year was larger than ever. In 1950 
our turnover was seven times as large as in 
1938, our record year before the war. 


Our sales in Great Britain of Electric 
Cleaners have continued to forge ahead. In 
spite of the steep rises in wages, materials and 
services, the prices of Hoover Electric Cleaners 
have been kept down, and, apart from pur- 
chase tax, are still less than 10 per cent. above 
pre-war prices. We have continued our policy 
of giving priority to export orders. As a result 
we have to our regret been compelled to dis- 
appoint our dealers at home in regard to 
deliveries. The remarkable progress which we 
have made is based on a sure foundation 
because we constantly give better and bigger 
value to our customers. We are proud of our 
success in improving the quality of our Electric 
Cleaners and at the same time reducing the 
price relative to the level of wages, materials 
ind services. 


The smooth, efficient organisation of our 
service department is one of the corner-stones 
of the success of our business. 
WINN 


A WORLD TER 


Che expansion in the production and sale of 
Hoover Electric Washing Machines continued 
very vigorously during the past year. Our 
turnover of washing machines at home and 
overseas is now more than double the total 
turnover of our business in our peak pre-war 
year. This is indeed a remarkable achieve- 
ment as we only began manufacturing the 
washing machine in 1948. The Hoover washing 


BUSINESS 


EXPORT 


NEED FOR 


LIMITED 


AND TURNOVER 


\CHIEVEMENTS 
ADVENTUROUS SPIRIT 


machine is suitable for almost every home in 
the country. It is small in dimensions, but does 
a big wash, and does it quickly and with the 
highest efficiency. 
F.H.P. MOTOR DEVELOPMENTS 

As you know we are manufacturing frac- 
tional horse-power motors in the Scottish 
Development area. I am glad to be able to 
report satisfactory progress in this section of 
our business. 


The Hoover Washing Machine Company in 
South Wales and the Hoover Electric Motor 
Company in Scotland constitute important 
enterprises which we have built up in these 
development areas. These undertakings are 
on a solid and permanent basis, be the times 
good or bad. 


I may also record very satisfactory progress 
at our High Wycombe factory, where we are 

manufacturing Dustettes and various indus- 
trial products such as Plastic Commutators and 
Switches. 


I am happy to inform you of the proposed 
launching of the new Hoover Electric Floor 
Polisher on the export market although it may 
be some time before we release it to the home 
mafket. I am confident that its standard of 
performance will fully maintain the Hoover 
reputation for quality. 

EXPORT PROGRESS 

I think the Company may take pride in its 
export achievements. We have laid down the 
policy that exports must have priority over 


home orders. Our first duty is to build up 
strong, stable markets abroad for our products. 


We have succeeded in expanding cleaner 
exports by 65 per cent. and our washing 
machine exports are two and a half times as 
great in 1950 as in 1949. Overall in 1950 we 
exported more than 40 per cent. of total 
production and for the first two months of 
1951 it is 53 percent. Particularly noteworthy 
is the increase of our exports to the Continent 
of Europe. Freer trade has been one of the 
potent factors in the economic revival on the 
Continent. Hoover Ltd. has made the most 
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vigorous efforts to expand its European 
business, and I am glad to say that our total 
exports to the Continent in 1950 increased by 
about 100 per cent. over the previous year. 


We are doing business with 59 countries. 
Our exports have been rapidly increased during 
the last few years. The expansion of our sub- 
sidiaries abroad has been impressive. Their 
sales in 1950 were nearly double our total sales 
including exports before the war. 


POLICY OF EXPANSION 


To enable the Company to meet the ever- 
increasing world demand for its products 
profits have been consistently ploughed back 
to a considerable extent. As the result of the 
continued expansion of the business, our con- 
solidated profit has increased from the record 
total for 1949 of £1,719,000 to a new record of 
{2,475,000. Of this profit no less a sum than 
{927,000 was earned by our overseas companies, 
itself two and a half times our total pre-war 
profit. Our total turnover was more than 
seven times as much as in 1938, and our profit 
has increased in about the same proportion. 
The Company’s activities are more widely 
based. The larger scale of our operations has 
enabled us to secure important economies 
which have been passed on to our customers 
in the form of still better value. These achieve- 
ments are the result of our policy of extending 
the range of our products and developing 
numerous export markets. This policy has 
involved large capital expenditure over a 
period of years and very real risks of loss. Our 
new ventures have proved successful, and the 
board consider that our shareholders are 
entitled to a share in this success in the form 
of increased dividends. Our rulers should 
encourage the spirit of industrial adventure, 
not subdue it with threats of compulsory 
dividend limitation and high rates of pro fits 
tax. The board have decided to recommend 
a final dividend of 1s. 14d., less tax, on each 
ordinary stock unit. Together with the interim 


dividend, this amounts to the equivalent of 
1s, 6d., less tax, on each ordinary Stock Unit. 
On the basis of the above distribution the 
“A” Ordinary shareholders are entitled to 
receive a dividend of 2s. 1.0065d., less tax, per 
“A” Ordinary share. The additional reward 
to our senior executives which this distribution 
represents, is more than justified having regard 
to their strenuous and successful exertions on 
behalf of the Company. 


I have often stressed the importance of 
incentives for all those engaged in industry. 
The Company is constantly endeavouring to 
develop various payment-by-result and incen- 
tive schemes as widely as possible. I am glad to 
say that every person on the staff of the Com- 
pany is included, in one form or another, in 
our incentives scheme. The cost involved has 
been fully justified by the greater efforts and 
the better results obtained. The striking pro- 
gress which the Company is continuing to make 
is due to fine teamwork on the part of all our 
departments and the splendid team _ spirit 
which we have succeeded in creating. 


THE FUTURE 


Provided there is no general war I think we 
may look forward to the future with sober 
confidence. To the extent that we are required 
to join in the rearmament programme we 
will welcome the opportunity to do our part. 


What is it that keeps this Company in the 
forefront? We have grand products, but 
primarily our success is due to the men who 
constitute the Company. I believe that 
investment in men is better than investment 
in bricks and mortar. We have a united and 
enthusiastic team. We are determined to 
preserve our youthfulness of spirit and the 
insistent urge always to do better. This is the 
spirit which I have endeavoured to instil in 
every part of our great organisation. It is the 
spirit which is needed in every section of British 
industry at the present time. 
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shich means in the case of 7o to 80 per cent, 

HONGKONG & of the population, freedom to grow their cropa 

to sell them and to buy the essentials of lif 

SHANGHAI BANKING - poor han and to buy the essentials of life 


CORPORATION PROPOSED CONSTRUCTIVE STEPS 


I want to stress the constructive steps which 

SIR ARTHUR MORSE ON THE are proposed and in some cases have been set 
UNSETTLED CONDITIONS under way whereby the democratic nations and 

- particularly the British Commonwealth and 

Tet ordinary general meeting of share- the United States are tackling the problems 
holders of the Hongkong and Shanghai which if not faced will lead to increasing dis- 
Banking Corporation was heldon Marchto — content and misery in extensive areas through- 

in Hong Kong out Asia. The steps under way may not be 

The Hon. Sir Arthur Morse, C.B.E., in the spectacular, but without endangering political, 
course of his speech, said economic and personal freedom they will give 

The net profit for the year, after making more value in a practical, evolutionary and 
transfers to reserves for contingencies, amounts methodical way than can be obtained by the 
to HK $17,247,704, which exceeds the corres- _ professedly revolutionary ways of proceeding to 
ponding figure for the previous year by just this end which are being adopted by the other 
over HK $205,000 camp. 

Many of you will remember how in past I refer especially to the report by the Com- 
vears your chairman of the day has at this monwealth Consultative Committee known as 
meeting frequently commented on adverse the Colombo Plan for Co-operative Economic 
political factors. On each such occasion our Development in South and South-East Asia, 
report showed that the bank stood firm and which was presented to Parliament last 
had steered its wav successfully through the November. Combined with this is the very 
political breakers , important Council for Technical Co-operation. 

Now, once again the barometer has fallen, If the Commonwealth and its friends will 
but I have no hesitation in asserting that the — really press forward this thing as a matter of 
great mass of the Eastern peoples do not want urgency, in spite of the pre-occupation of 
to be disturbed, regimented, mobilised and rearmament, then it will indeed prove to the 
driven into extravagant and ambitious cam- world that it has established ‘‘a genuine 
paigns against other peoples. What I feel sure bridge of understanding between East and 
the Asian peoples as a whole want most of all West. 
just like other a is fr reedom from want, The | report was adopted. 
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Roya BANK OF SCOTLAND | 


INCORPORATED BY ROYAL CHARTER 1727 
HEAD OFFICE: ST. ANDREW SQUARE - EDINBURGH 


During the two hundred years of its re Associated Banks : 
the Bank has maintained a tradition of the 
personal touch, and is to-day exceptionally GLYN, MILLS & CO. 


well equipped to provide its customers with a WILLIAMS DEACON’S BANK LTD. 
Banking service which is adaptable, individual 
and complete. 


BRANCHES THROUGHOUT SCOTLAND AND ALSO IN LONDON 


| TOTAL ASSETS £161,026,265 


“BOTH WAYS” 


This hardy evergreen of life assurance, designed specially for young men, is 
more than ever the policy of the moment. Let it help to smooth your road 
through the years of endeavour ahead. You will put yourself under no 
obligation by writing for full details to 


SCOTTISH WIDOWS’ FUND 


Head Office: 9 St. Andrew Square, ~¢ a I London Offices : 28 Cornhill, E.C.3 
Edinburgh, 2 SPE 17 Waterloo Piace, S.W.1 
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